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Industrialization is the only possible 
solution for the appalling absolute 
standards of life in the East .... It 
follows that difficult as the problems of 
adjustment may be, they remain sub¬ 
sidiary, not in the sense that solutions are 
easy to find, but in the sense that they 
flow from an historical process which 
cannot be resisted and which ought not 
to be resisted.’—T. E. Gregory, in his 
conclusion to G. E. Hubbard’s Eastern 
Industrialization and its Effect on the West, 
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FOREWORD 


In this monograph Dr Madan, an accomplished young 
economist, has attempted a critical study of the general policy 
and actual practice of Imperial Preference in India. The 
work constitutes a welcome addition to the very scanty 
literature on the subject ; its high value lies in the vigorous 
and thorough analysis which the author has brought to bear 
on the whole mass of relevant facts and material. The great 
importance of the study cannot be exaggerated—it touches 
the whole question of India’s present economy, while opinion 
in the country is vehemently exercised on the many issues 
involved. At the present moment it is of direct significance 
as the famous Ottawa Trade Agreement which laid the 
foundations of the present policy of preference is being 
superseded and a fresh agreement governing Indo-British 
trade is being fashioned. There is no aspect of the many 
complex problems implicit in the large themes of protection 
and preference in this country today on which the author has 
not thrown sure and dependable light. In the steady pursuit 
of this scientific aim he has not allowed himself for one instant 
to be deflected by clamorous sentiment raging on either side. 
The result is a work of great sanity in a field of intense 
controversy. 

It is a privilege to be invited to write a Foreword to a work 
of this description. It is not possible to follow in any detail 
the author in his systematic presentation of the history of 
opinion or in his close analysis of the effect on Indian trade 
of the working of the Ottawa Agreement during its brief 
period of existence. The ideal present at the Conference at 
Ottawa was clearly stated by Mr Baldwin : ‘ the expansion 
of Empire trade brought about as far as possible by the lowering 
of trade barriers as between the several members of the 
Empire.’ This definition of the objective was not exactly 
adhered to in actual agreements, but Dr Madan’s general 
conclusion on the net effect of the Ottawa Agreement on 
Indian export trade cannot be resisted. The really important 

b 
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question, because it is tlic practical question, is whether with 
the change in British trade policy and an extensive system of 
Empire preferences, India did not gain in her export trade 
because of the Agreement. Several factors were in operation 
at the same lime, but the clear conclusion reached is that on 
the whole the Agreement ^vas a source of gain though of a 
modest magnitude. Further, ‘ the Ottawa Agreement between 
the United Kingdom and India served through the major 
part of its duration primarily as a measure of insurance against 
potential losses in the Empire markets This is a reassuring 
verdict, as it is also the most competent verdict hitherto 
available. 

Another aspect of Dr Maclan’s study deserves notice. He 
has analysed significant trends in world and British Empire 
trade to furnish, to use his own words, ‘ the setting for a 
somewhat detailed examination of the trade of a primarily 
agrituUural raw material exporting country like India’. 

'1 he analysis is rapid and tersely presented, but has been 
carried out with striking scientific rigour ; and the causes of 
relative expansion of intcr-Imperial trade have been set forth 
with an unerring hand. India’s share in the increase is 
clearly indicated and thr<uighout related to controlling 
circumstances. The implications of this analysis and of 
certain other broad facts of Indian economy have been made 
the basis of general rcllcctions on the country’s economic 
future. The need f<ir the establishment of proper relationship 
between commercial and industrial policy is emphasized, and 
the duly of the State in this regard is indicated. Exclusive 
attention to foreign trade is likely to affect the correct 
appreciation of the general problem of the country’s economic 
and industrial development. The big issue of national planning 
for a country still largely dependent on agriculture—and where 
industry in the modern sense is of comparatively recent origin, 
requires to be faced apart from questions of protection and 
preference. 

In estimating the ‘ costs ’ of preference on imports, the 
author reaches the conclusion that, altogether, alarming 
estimates of the ‘ loss of revenue ’ or ‘ burden on the consumer ’ 
are based on error and do not stand scrutiny. The excess of 
the burden on the consumer over the loss of revenue was 
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not greater than a few lakhs. Dr Madan has abundantly 
established this satisfactory conclusion. 

I must resist further temptation to detailed reference. 
Dr Madan’s work will take a high place in the growing volume 
of valuable studies in Indian Economics. It will apply a much 
needed corrective to a vast mass of loose thinking that prevails 
at present on the subject of our trade policy. It will also 
furnish an example of care in thought and analysis, as of the 
proper method of condensation of material, to the serious 
Indian students of our economic life. Personally I lay down 
his work with the hope that the author will address himself 
to his subject at some future date on a more generous factual 
scale. As trade policies are being reconsidered and refashioned 
in India and as world economic factors are undergoing rapid 
changes the occasion for a more extensive treatment should 
not be very distant. 

MANOHAR LAL 

Simla 

May 
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PREFACE 


The aim of this monograph is to make a critical rcvaew 
of the policy and practice of Imperial preference in India. 
With this object an analysis is made of the Trade Agreement 
concluded at Ottawa between tlic United Kingdom and 
India, its genesis, working and effects on Indian trade, industry, 
the consumer and State revenues during the quinquennium 
* 932‘3 1936-7 and in some respects during 1937-8 (for 

which provisional figures only are available as yet). The end 
of the year 1936-7 forms an appropriate closing point for the 
main analysis for two reasons. It marks the culmination of a 
broad rising trend of economic activity, which provides a 
uniform general background for the treatment of export 
trade : after that, the recession introduces a wide new factor 
into the situation. Secondly, with the separation of Burma 
from I April 1937, the foreign trade statistics of British India 
* 937“8 would not admit of direct comparison with those 
of earlier years. 


There are few other questions on which opinion in India 
has been shaped so much by sentiment and so litdc by an 
objective study of economic facts. Such a study it is the 
purpose of the present work to attempt. 

Until recently the consideration of Imperial preference in 
India was at a purely theoretical stage. A system of differ¬ 
ential dudes had no doubt been in existence before 1931, 
but it was avowedly an incident of the proteedve policy of 
the country. Now the first stage of a large scale experiment 
in Imperial preference is nearing conclusion. No complete 
review of its working is available. Besides the two Govern¬ 
ment Reports on the working of the Scheme of Preferences 
up to the end of 1934-5, ^ few pamphlets pracdcally exhaust 
the literature on the subject. 

Perhaps a few words may be added on the scope and plan 
of the work. In the first chapter the evoludon of Imperial 
preference is briefly traced in the case of the United Kingdom 
and India. An examinadon is then made of trends in the 



xiv PREFACE 

composition and distribution of world and Empire trade and 
of the causes of those trends which arc of special significance 
for a study of recent tendencies in Indian trade. Xhc recent 
teiulcnc ios in the cotn|josition and distribution of India s 
exjjort trade form the subject-matter of the third chapter, 
liieie a survey is also made of such recent developments in 
the commercial policy of Germany and France as have a 
particular bearing on the export trade of India. 

I he preferred exports arc dealt with at some length in the 
succeeding two chapters. Next, the preferred c.xports as a 
whole are considered together with non-preferred exports, 
and an attemjjt is made to estimate the measure of gain of 
trade which may be ascribed to the Ottawa preferences. In 
this connexion the incidence of the trend to bilateralism on 
the trade of India, as well as the bearing on this trend of 
British protectionism and Imperial preference, is examined. 
In another thaptcr recent changes in the distribution of the 
import trade and the nature and probable magnitude of the 
cost of import prefiTcnccs arc considered. 

'The principles and practice of a special form of Imperial 
cctinomic co-opci ation, namely Imperial industrial co- 
opei ation, arc critically reviewed in two chapters, one of which 
deals with the special eases of Cotton and Iron and Steel in 
India. 

In the end an attempt is made to define the general lines of 
a ctimmcrcial policy in keeping with India’s genera! economic 
policy, and suited to her needs and conditions. The outlook 
for inlcinational trade and Empire economic policy arc 
briefly reviewed, and the popular demand for bilateral trade 
treaties is scrutinized. Certain fundamental as well as 
immediate considerations that would condition India’s attitude 
towards Imperial preference at the present time are also 
indicated. 

This book was all but printed when a new Agreement 
to replace the Ottawa Agreement was concluded between 
His Majesty’s Government and the Government of India on 
20 March 1939. TIjc new Agreement is briefly noticed in a 
Postscript and summarily examined in the light of the actual 
results of the working of the Ottawa Agreement presented in 
these pages. If the only sound basis for forecast of the future 
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is experience of the past, a clear appreciation of the effects 
of the OtUwa Agreement should provide the right approach 
to a proper appraisal of the merits of the new Agreement. 
Besides, the scope of preferences on Indian exports remains 
substantially unaltered in the new Agreement : it may be 
hoped, then, that the analysis of trade in particular commodities 
made here will have not only an historical, but some practical 
interest. The general observations on Imperial preference 
and industrial co-operation and bilateral trade agreements 
require little modification. 

I am conscious of inadequate treatment of some aspects 
of the subject, but offer my results in the hope that they may 
provide a basis for further treatment and fuller inquiry. 

I take this opportunity to express my obligations to the 
Honourable Mr Manohar Lai, Finance Minister, Punjab 
Government, Professor Brij Narain, Dr L. C. Jain, Professor 
of Economics, University of the Punjab, and Dr E. D. Lucas 
for going tlirough the whole or parts of this work and offering 
helpful suggestions. 

To Mr Manohar Lai I am specially indebted for contributing 
a very valuable Foreword. Dr Jain, besides, kindly revised 
the proofs for press. My thanks are also due to the Librarian 
and staff of the Punjab University Library, Lahore, for their 
unfailing courtesy and readiness to comply with my wishes. 

Unless otherwise stated, the source of statistics used is 
United Kingdom or Indian Trade Returns. 


Lahore 
March ig^g 


B. K. MADAN 
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Chapter I 


INTRODUCTORY 

I. The Evolution of Imperial Preference : General 

The story of the evolution of Imperial preference first in the 
Dominions and later in the United Kingdom has been often and 
competently narrated. The compulsory Imperial preference 
of the seventeenth and eighteenth centuries, under which a 
uniform system of trade regulations was maintained by the 
common legislative authority of the Parliament at West¬ 
minster, came by a series of eventful de\clopmcnts to be 
replaced by the modern system of voluntary preferential 
tariff arrangements, which culminated in the simultaneous 
conclusion of twelve separate agreements at the Imperial 
Economic Conference at Ottawa. The Declaration of 
Independence by the thirteen American colonies in 1776, the 
publication of the Wealth of Nations in the same year ; the 
industrial revolution starting from England ; the mid- 
nineteenth century triumph of free trade in the Empire, the 
grant of political freedom to the Colonics and the completion 
of fiscal freedom of the Dominions ; the revolution in world 
transport and commerce during the latter part of the nineteenth 
century and the resulting growth of giant States like the 
United States, Russia and Germany ; the initiative of Canada 
in the direction of gratuitous preference for British goods, and 
the persistent pressure of successive Colonial and Imperial 
Conferences towards some form of Empire tariff preferences ; 
the VVar and all it brought in its train, the diffusion ofindustrial 
activity and the drive towards economic autarchy, in parti¬ 
cular during the world economic crisis—these were among the 
events and forces which destroyed the old and created the new 
order of Imperial preference. 

The new system, which recognizes the complete fiscal 
sovCTeignty of the Empire parties to preferential agreements, 
their absolute freedom to regulate the tariff and other instru¬ 
ments of trade control in the interests of theirdomesticeconomy, 
has, however, by no means completely replaced the old. 


1 
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2 INDIA AND IMPERIAL PREFERENCE 

The Colonies in the dependent Empire still bear the same 
relation to the mother country as the Dominions of today 
did in the later part of the eighteenth or early part of the 
nineteenth century. The nature and extent of the benefits 
offered in Colonial tariffs to the L’niled Kingdom, the 
Dominions and India in return for the advantage of admission 
to their preferential tariffs, is regulated by the Colonial 
Office. 

The United Kingdom and Protection and Imperial Preference 

We may start with a preliminary but fundamental question : 
What led the United Kingdom to abandon her ccntury-old 
adherence to free trade and revert to protection and Imperial 
preference ? 

Ihe derisive drift began with the War. At that time, 
important military considerations lay behind the movement 
towards the economic co-ordination of the Empire tlirough 
preferential trade. 

I'he more important reasons, however, which impelled the 
United Kingdom towards protection and preference, after 
the War, were of a strictly economic character. 

The basic assumption underlying the policy of Free Trade 
in Britain was a system of international division of labour 
in which she was ilic ‘ workshop of the world which very 
largely served as her agricultural farm. She supplied the 
other countries with the manufactures of their requirement, 
and they in turn produced and provided her with food for 
her crowded population and raw materials for her specialized 
industry. This system, which had already been undergoing 
important changes during the closing years of tlic nineteenth 
century, was further seriously undermined after the War as 
a result of familiar developments. 

The weakness of Britain’s position in the world markets was 
reflected in the permanent slump in her staple export trades. 
Her return to the gold standard in 1925 at the pre-War parity 
left her cost-structure out of relation with the internationad 
price level and added to the hardship of her industries. The 
trend of the visible balance of trade was increasingly unfavour¬ 
able, with rising imports and declining exports. The advent 
of the great slump increased the strain on her economic 
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system. The unemployment figures soared, and the burden 
of the dole grew rapidly at a time when the springs of enter¬ 
prise were being sapped by a heavy weight of taxation, and 
the sources of revenue were drying up. An unbalanced 
budget was an unwelcome addition to an increasingly adverse 
balance of international payments, aggravated by sinking 
income fi-om foreign investments. 

Twin Movements 

The United Kingdom was driven off gold' and into 
protection and Imperial preference.* In the case of the United 
Kingdom, indeed, it is difficult to think of the one without the 
other, for the narrow island limits of Britain form too small 
a basis for a self-contained trade policy : self-sufficiency is for 
her an entirely unpractical ideal.* 

The great change, which was foreshadowed by the Abnormal 
Importations (Customs Duties) Act, 1931, and the Horti¬ 
cultural Products (Emergency Customs Duties) Act, 1932, was 
effected by the Import Duties Act. That Act imposed from 
I March 19325 a 10 per cent duty on all non-Empire goods 
not already subject to duty or not included in the attached 
Free List.< A Tariff Advisory Committee was also set up 

, .* factors enumerated above were undoubtedly among the deep under- 
lying causes of the monetary crisb. 

. * impUed that the adoption of protection and Imperial preference was 

inevitable or as inevitable as the departure from gold. The twofold policy was, 
hov^wer, part of the economic creed of the predominant party, and the prevailing 
conditions afforded greater jusUBcation for its adoption than any previous 
occasion. ^ 

, ^ notion that Great Britain having parted with free trade could orient 

her policy on anything but the Empire b purely academic. A national 

economy which makes no use of the possibilities of Empire b outside 
the pale both of politics and policy.’—C. R. Fay, Imperial Ecanomy and Economic 
1 924 , pp., 141-2. 

In ^ millio^ worth of goods (or considerably more tlian half of 1930 

mports) were made liable to duty under various heatb as follows : foodstuffs, 
£240 millions (£y$ millions in 1930) ; raw materiak, millions (none in 
^30) ; manufactures, £275 millions (>^75 millions in 1930}, (Rooald Findlay, 
ProUciion^ 1934, p. ai). The most prominent examples of 
commodiues initially exemptra from duty arc wheat, maize, meat, bacon, tea, 
raw cotton, wool, flax, oil-seeds, hides and skins, newspapers, periodicab, broks, 
newsprint, woodpuJp, raw rubber, metal ores, iron and sted scrap, unwrought 
copper and wotxlen pit-props. Exemptions might also be granted to goods 
Purled for use in the shipping industry. 

Of foreign imports in 1930, 03 per cent were admitted free of duty. As a 
rault of the Import Duties Act, the Free Lut had shrunk to 30 per cent. After 
OtU\^ the Free Lbt was only 25 per cent. Nearly 58 per cent of the imports were 
cov^cd after Ottawa by the protective duties (E^nmist, Ottawa Supplement, 
22 October 1^32). ' » ee > 
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to advise the Treasury regarding increases of duties on any 
goods upon which lo per cent duty might be deemed insuffi¬ 
cient, which were of a luxury character, or which could be 
produced in adequate quantities in the United Kingdom. 
Additional duties on many articles have subsequently been 
imposed. Goods from the Colonics, Protectorates and Man¬ 
dated Territories were to be exempt from both the general 
lo per cent tariff and all additional duties. Goods from the 
Dominions and Iiulia were likewise to be exempt until 
15 November 1932, but might become dutiable thereafter, 
unless in the meantime satisfactory reciprocal tariff agree¬ 
ments were concluded with them. 

'I'hc adoption of a general tariff by Great Britain made 
possible a definite advance in the direction of Imperial 
preference. It was also an avowed aim of the British tarift 
to facilitate the lowering of tariff barriers in foreign countries 
by offering lo reduce it in return.’ 

The Ottawa Agreements 

First as regards tlie steps taken towards Imperial prefer¬ 
ence. Seven of the agreements signed at Ottawa in August 
1932, were between the United Kingdom on the one hand and 
Australia, the Union of South Africa, New Zealand, India, 
Newfoundland, Southern Rhodesia and Canada respectively 
on the other.’ They stipulated for the exchange of preferences, 
whether by continuance of free entry, imposition of fresh duties, 
maintenance of the existing tariff, guarantee of specified 
margins of preference, or grant of quotas. A further under¬ 
taking on the side of the United Kingdom was the securing to 
the Dominions of participation in the preferential tariffs 
of tlie Colonies. Besides, the agreements contained certain 
general clauses designed to secure conditions of fair competition 
fbr United Kingdom producers with producers of Canada, 
Australia and New Zealand in their home markets.’ In 
return, there was the implicit assurance of continued free 

' cf. Mr Chamberlain’s speech introducing the Import Duties Bill in the House 
of Commons^ 4 February 193a. 

* Of the remaining five agreements three were concluded bet>veeii Canada 
on the one side and Eire, the Union of South Africa and Southern Rhodesia 
respectively on the other, and two between South Afnca and Eire, and South 
Africa and New Zealand. 

3 See below Chapter Vlll, 7 . 
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access to the United Kingdom market for Dominion primary 
products. Though less \\'idcly known at the time, these 
clauses were regarded by competent obser\'crs as potentially 
the more important half of Ottawa. 

Principles and Practice 

The actual agreements were not quite consistent with the 
avowed aims of the Ottawa Conference as set forth by leaders 
of various Delegations. The first aim of the Conference, in 
the words of Mr Baldwin, was ‘ to clear out the channels of 
trade among ourselves and on behalf of the British Govern¬ 
ment he placed before the Conference as its general objective 

the expansion of Empire trade, brought about as far as 
possible by the lowering of trade barriers as bet%veen the 
several members of the Empire *.* Actually, in order to give 
preference to Empire producers, Britain agreed to maintain 
or impose duties on a considerable range of her imports of 
primary products. On the other side, too, the Dominions 
gave preference probably as much by higher tariffs against 
foreign goods as by lower tariffs against the goods of the 
United Kingdom. Thus, the net effect of tariff adjustments 
made to give effect to the undertakings of Ottawa was more to 
restrict Empire-foreign trade than to free inter-Imperial trade. 

Again, the understanding implied in general clauses of the 
agreements on the broad principles that should underly and 
regulate Empire trade appeared full of promise. But the 
succ<as of a policy of complementary development such as is 
implied in this principle has been necessarily qualified by the 
development of agricultural protection in Britain and protec¬ 
tion of secondary manufacturing industry in the Dominions.’ 

Bilateral Agreements 

Following the reorganization of trade relations within the 
British Empire, the United Kingdom concluded a number 
of bilateral trade agreements with foreign countries, as part 
of a policy of regulated trade development. Notable among 
such foreign countries were the Scandinavian countries, 
Finland, the Baltic States, the Argentine, Poland and the Soviet 
J fTS. 1932. 

’ See below Chapter VIII, 2. 
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Union, as well as France, Germany and Italy, with which 
agreements of less comprehensive character were concluded. 
The principles and methods of difTcrent agreements difTcred 
with the trade conditions that existed between the United 
Kingdom and any given country. In general Uie United 
Kingdom had an unfavourable balance of trade with most of 
the above countries.' She used Uic strong bargaining position 
tlius given, reinforced by the powerful weapon of her new 
tariff and the power of qviantitative regulation of certain 
agricultural imports, to push her exports to these countries. 
A closer balance was sought to be established between exports 
and imports by confronting the other parly with a reduction 
of exports to the United Kingdom, unless it took steps to 
increase its irnpoi ts from the latter. 

'Fhe leader of Free Trade was tlms in the van of the move¬ 
ment towards bilateralism in trade. A moderate measure of 
success undoubtedly attended this policy. It played a limited 
part in the revival of export trade and in the improvement of 
the United Kingdonr trade balance. But its cfTccts appear 
to have largely worked themselves out. And no policy which 
docs not secure a liberation of world trade can now give 
complete satisfaction. 

The recent Anglo-American Trade Agreement signed in 
Washington on 17 November 1938 marks an important 
advance in this direction. It is a landmark in the history of 
liberal, formal bilateralism underlying the recent United 
States trade policy (see below Chapter X, 2, 3), as distinct 
from the restrictive, substantive bilateralism, char.actcristic 
of German commercial policy, and, in a lesser degree, of 
many of the agreements made by the United Kingdom herself. 

2. The Evolution of Imperial Preference in India 
Ruling Factors 

The history of the idea* of Imperial preference in India is 
a record of the arguments adduced from time to time by the 

* In 1932, the Unued Kingdom imported from the group of countries com¬ 
prising the Scandinavian and Baltic States^ Finland, the Argentine, and Russia, 
goods (o the value of £1^0 millions against exports (including re-exports) valued 

£40) millions. 

^ Until recently Uic Indian tariff s>*stem had been little affected by Imperial 
preference, the discussion of whicli was in a purely theoretical stage. 
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Government and leading economic thinkers of this country 
against its introduction in her fiscal policy. Their attitude 
towards the question has in a large part been shaped by a 
consideration of the shifting equilibrium of four or five under¬ 
lying factors : (i) the character of India’s trade ; (2) the 

direction of India’s trade, including the state of her trade 
balance; (3) the tariff and trade policy of the United Kingdom; 
(4) the commercial policies of foreign states ; (5) the extent of 
fiscal autonomy enjoyed by India. 


Vuws of the Government of India on Preferential Tariffs, igoj 

The first occasion to define India’s attitude towards 
Imperial preference arose in 1903, when the Government of 
Lord Curzon were invited by the then Secretary of State to 
comment on the Imperial preference resolutions of the London 
Colonial Conference, 1902. The Indian autlioritics outlined 
the factors affecting India’s export trade at the time.* India’s 
exports, consisting largely of important, if not necessary, raw 
materiab, were for the most part admitted into foreign 
markets either free or on payment of moderate uniform 
duties. The purpose of a reciprocal preferential arrangement 
generally being to secure freer entry for domestic exports, 
it was obviously unnecessary, because ‘ without any such 
system India already enjoyed a large, probably an excep¬ 
tionally large, measure of the advantages of free exchange of 
exports and imports’ (Dispatch). 

The character of India’s export trade as well as the com¬ 
mercial policies of foreign States thus advised against the 
adoption of a tariff scheme based on discrimination. 

Imports into India were subject only to revenue duties 
without any preferential or protective intention. Again, 
three-fourths of the imports were derived from the Empire, 
and about the same proportion of exports were sent to foreign 
countries. This fact at once threatened the largest source of 
central revenues from import duties* and increased the liability 
of the export trade to loss from retaliation at the hands of 

‘ Dispatch dated Simla, 22 October 1903, from the Govcmmcnl of India to the 
Secre^ of Suic. 

Since tlie imports from the Empire would under any preferential scheme be 
adnutled at low rates of duly. 
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foieign couiUrics, owing to discrimination against their goods 
in the Indian tarifT. 

Another important consideration which weighed widi tlie 
Government was the position of India as a debtor, tlie greater 
part of Avhosc net obligations arc payable in a currency 
tliflerent from that in which her revetmes arc collected. 
This made a favourable balance of trade essential for preserv¬ 
ing her national solvency. The danger of reprisals by India’s 
important foreign customers was emphasized by this considera¬ 
tion, particularly as her balance of trade with the British 
Empire was acKerse, while her trade witJi foreign countries 
yielded a great excess of exports over imports.* 

The nature of the direction of India’s export and import 
trade thus minimized the probable benefits and multiplied 
the possible dangers of a dilferential tariff system. 

As regards the converse side of the question, the Govern¬ 
ment of India thought that in view of the prevalence of 
effective foreign competition j>vcr a wide range of imports, 
a substantial preference would be of material benefit to the 
British manufacturer. 

It may be pointed out that the scheme of Imperial prefer¬ 
ence which the Government of India rejected as unsuitable 
to the circumstances of India, was scry unlike what the 
Dominions, who passed the Resolution r)f 1902, preached and 
practised. Protection, or restriction of imports from all 
sources in the interest of the home industries, first : preference, 
or an additional measure of restriction for non-British imports, 
next—that was the essence of the protection cum preference 
proposal sponsored by the Dominions. Such an assumption 
was unthinkable for the Government of India. India did 
not as yet possess the measure of fiscal freedom w’hich enabled 
the Dominions partly at least to adapt the preferential scheme 
at once to the requirements of tlieir protective policy and the 
satisfaction of their Imperial sentiment.* 

* Another intportant ronsidcrsiUon which doubticu conditioned the altitude 
of the Government of India towards Impcri.1l preference was the inability of the 
United Kingdom under her existing tariff and fiscal system to reciprocate the 
preferences that miRht l>c granted to her in India. 

^ The parlicip.ition of India in a scheme of Imperial preference on the same 
Idling as self-goverriing Colonies was dismissed in the Dispatch as ‘ not within 
dbc practical politics and therefore beyond the range of present 
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The Government of India maintained an attitude of 
consistent opposition to a general system of Imperial prefer* 
ence on many subsequent occasions. In view of the dependent 
political status of the country, however, their advice was not 
unnaturally tempered somewhat by consideration of British 
interests as well.* 

A Change in the Background 

In 1921 His Majesty’s Government accepted the famous 
recommendation of the Joint Select Committee on the Gov^ern- 
ment of India Bill for the acknowledgement of a convention 
in regard to the fiscal autonomy of India.* This changed the 
background of Imperial preference in one vital respect. 
India, if she chose, could now have a protective tariff simultane¬ 
ously with Imperial preference. She could regxilate the exact 
form in which preference might be granted. Prospective 
revenue considerations as such need not have debarred her 
from entering into a preferential scheme.’ 


The Indian Fiscal Commission on Imperial Preferencty 1922 

But the fundamental conditions of India’s economic situation 
had not materially altered since the examination of the 
quesdon in 1903 by Lord Curzon’s Government. The 
Indian Fiscal Commission, set up in October 1921, reviewed 

One of the reasons advanced in the India OfBce memorandum to the Colonial 
Uonfcrcricc of 1907 against the introduction of a protccUvc and preferential tariff 
^ Umted Kingdom was that it would lead to demands lor protection by 
ndjan industries, ‘ which would be diflficult to refuse, and injurious to prominent 
jnUmtncs in the United Kingdom, to grant \ Sir James Mackay (later Lord 
Inchcape) speaking on behalf of India in a similar strain in the Conference 
^intcd out that * it would be difltcult to offer a logical opposition to such a 

j >f on behalf of Indian industries (flr/vr/ 0/ Proctedings of 

Uu Lo^ntai Con/frerw^, 1907, Cd. 3523, p. 301). 

Meanwhile, the first step had been taken by the Government of India in the 
oirecuon of preferential trade in September 1919, when an export duly of 15 per 
cent was imposed on hides and skins with a rebate of to per cent on exports 
to the countries of the Empire. It was a solitary measure, not part of a scheme of 
Impenal preference. (Parallel instances were furnished by the imposition in 
Apnl 1016, of a duty of jf per cent on the export to non*British countries of tin ore 
jrom Nigeria, the Gold Coast and Sierra Leone, with effect from 20 October 1919.) 

of a duty and rebate did not work satisfactorily, however, 
^ i i” duty was reduced to a uniform rate of 5 per cent. 

India was tM to raise her revenue tariff as high as she liked and could 
^ant preference, if she chose, by raising the general rate. TTie * loss of revenue * 
involved by a differential tanff is, however, a different matter. S« below 
Chapter VII, 4. 
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the question at some length. They observed a relative 
clctlinc since 1903 in the importance of the British Empire 
in the trade of India.' Tlicy remarked that the advantage 
of a preference was likely to be more important for imports 
of manufactured goods into India titan for Indian exports 
of raw products.' 

On tlie other liand, again, the Commission thought that 
India could not grant anything of great value without 
imposing a serious burden on herself, and that it would not 
be reasonable for her to incur such a burden. The policy 
of discriminating protection which the Commission rccom- 
tnended for the industrial development of the country neces¬ 
sarily imposed a burden on the consumer, and it was not 
considered proper that she should be ‘ called upon to bear 
an additional burden on top of this for the furtherance of 
interests which arc not primarily Indian 

Discriminaling Preference 

While a general system of preference was thus definitely 
rulctl out, the Commission recommended selective and dis¬ 
criminating preference on a limited number of articles after 
examination by the Tariff Board, the governing principles 
in the application of such policy to be : 

(1) the approval of the Legislature ; 

(2) the maintenance of the required protection for 

Indian industry ; and 

(3) the avoidance of appreciable economic loss to India 

on balance. 

Subject to these conditions, preference to United Kingdom 
goods was to be extended as a free gift. In the case of other 
parts of the Empire, however, preference might only be granted 
on a basis of reciprocity by mutual agreement. 

The reason which led the Commission, economic objections 

* India received iwo-thirds {66'6 per cent) of her imports from, and sent over 
one-third (37-3 per cent) of her exports to, the British Empire, against 
three-fourtlis {75 per cent) and nearly one-half (47 per cent) respectively at the 
time of Lord Curzon's Dispatch. 

* The latter found their markets ready made, being usually admitted free into 
foreign markets, while the former always met with keen competition and the 
markets for them had to be developed and carefully nursed {Report of the Indian 
Fiscai Comnxiision, tgaa, p. 108). 

^ ibid., p. 116. 
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notwithstanding, to recommend a modest advance towards 
Imperial preference lay in the broader obligations of Imperial 
partnership and political sentiment.* 

The Minontys View 

Those who took a different view of the reciprocal obligations 
of Imperial partnership questioned this standpoint : the 
minority of the Fiscal Commission made their support of 
Imperial preference conditional on the attainment by India 
of full responsible Government and an equal status within 
the Empire. For, as they observed, the principle of Imperial 
preference implies uncontrolled power to regulate the prefer¬ 
ence in the interests of each country.® 

In the Imperial Conferences of 1923, 1926 and 1930, the 
Indian representatives explained the difficulties in the way of 
India joining any general scheme of tariff preference Nvithin 
the Empire, though they showed their concurrence with a 
policy of judiciously limited preference.* 

Differential Duties 

On two occasions between 1923 and 1931, Acts were passed 
by the Indian Legislature imposing lower dudes on United 
Kingdom goods than on similar goods of foreign origin. The 

’ As they observed^ * While we do not ignore tlie materia] side of the policy 
of Imperial preference, we believe that the sentiment tvith wliich it b associated 
is even more important. » . . Adhesion to the policy of Imperial preference 

b coming to be regarded as a test of loyalty to the Empire, as a proof that the 
various parts of the Empire look beyond their own immediate interests and 
recognize their position as parts of a great whole. We would not liave India 
standing in a position of moral isolation within the Empire . . « a free 

gift from India, however small, would be welcomed as a gesture of friendship and 
as a proof that India realized her position as a member of the Empire.’— Report^ 
pp. 118-19. 

^ ^ cf. Final Report of the Balfour Committee on Industry and Trade^ t 929 > p* • 

‘ The modern practice of preferential Customs treatment, as it has grown up in 
the sclf-govemine Dominions, b founded on two basic principles of etjual impor* 
— (a) complete autonomy in the construction of urifis so as to suit the needs 
and ^nditions of the country concerned ; {b) so far as is consbtent with the above 
principle, the admission of goods of Britbh origin on specially favourable terms 
as compared with imports from other countries.* 

3 Thus Sir Charles Innes stated before the Imperial Conference of 1923 that 
the econooiic objection against a general preferential tarifT did not apply to a 
poli^ of ‘ some measure of preference in respect of some of the items of our 
tsmn schedule* which was ^perhaps a possible line of advance*. Similarly 
Sir Geoflrey (^rbett declared b^ore the Imperil Conference of 1930 that the 
Government of India ‘ must reserve complete freedom to deal with each case as 
it arises*.—Cmd. 3717, 1930. 



12 


INDIA AND IMPERIAL PREFERENCE 


first of these Acts was the Steel Industry (Protection) Act, 
1927, which was to remain in force till March 1934. The 
second was the Cotton Industry (Protection) Act of 1930. 
‘ In both cases the dificrentiation in the duties was held to be 
justified purely in the interests of India (judged presumably 
by considerations of discriminating protection). The argu¬ 
ments by which participation in a general scheme of tariff 
preferences might be justified were not invoked on cither 
occasion, and the decisions taken did not commit India in 
any way to the atloption of such a scheme.” 

The Indian Delegation to the Ottawa Economic Confer¬ 
ence carefully recounted all the grounds detailed above for 
the uniform opposition on behalf of the Government of India 
to a general scheme of tariff preferenee within the Empire. 
Yet, less than six months later, general preference for the goods 
of the United Kingdom was a definite part of the Indian 
tariff system, on the very recommendation of the Indian 
Delegation. 

The Change in British Fiscal Policy 

The underlying motif of a change in India's fiscal policy 
is to be found in a change in the British fiscal policy. The 
definite adoption of Imperial preference by Britain as well as 
the other Empire countries, called for serious reconsideration 
of India’s attitude to this whole question. It ‘created an 
entirely new situation for India. ... It was no longer 
a question of what India stood to gain (by joining a general 
scheme of Imperial preference), but of what she stood to 
lose ’* by standing apart from it. 

The United Kingdom was India’s largest single customer. 
She was now in a position, as she never had been before, to 
reciprocate the preferences granted her by similar preferences 
in her own tariff. The exclusion of India from a common 
preferential arrangement including the United Kingdom, 
Dominions and Colonics would have been a serious 
matter for her, the more so at a time of declining trade, 
increasing restrictions and shrinking markets. 

• Rtfwt of ^ If^ian DiUgation to the Imf>eriat Economic Con/erenet at Ottawa, 
p. 7. See below Chapter VIII. «. 

* ibid., p. 8. ^ 
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India’s exports of primary foodstuffs and raw materials 
had to compete directly or indirectly with similar exports 
from many other Empire countries. Even in regard to com¬ 
modities of which India had a practical monopoly, her trade 
was increasingly exposed to the keen competition of sub¬ 
stitutes, natural or synthetic. The position of some of India’s 
exports of manufactured goods, too, like woollen carpets 
and rugs, appeared vulnerable in the United Kingdom market. 
The United Kingdom, moreover, had the powerful weapon 
of adjusting Colonial tariffs which might have been used 
against India in the event of her inability to enter into agree¬ 
ment with that country. 

Altogether the fear of an imminent loss of Empire markets 
practically drove the Government of India to improvise a 
scheme of preferences, necessarily somewhat in haste, in order 
to safeguard the position of India’s exports to the Empire. 
The United Kingdom-India Agreement concluded at Ottawa 
was, thus, not the result of any decision to make a bold bid 
for new and wider markets. It was framed largely as a 
measure of insurance against apprehended losses. 

United Kingdom-India Trade Agreement 

The United Kingdom-India Agreement provided for the 
grant of a preference of 10 per cent (7^ per cent on motor 
vehicles) on a large number of commodities imported into 
India from the United Kingdom, and a similar preference 
of 10 per cent in most cases on many articles imported into 
the United Kingdom from India, varying amounts of specific 
margins of preference on certain other Indian commodities, 
and free entry from all sources of a few Indian commodities 
on which a direct preference was not granted for various 
reasons. The Agreement was to continue in force until six 

months after notice of denunciation had been given by either 
party. 

The Agreement was ratified by the Indian Legislative 
Assembly in November 1932, provisionally for a period of 
three years. The preferences on the Indian side were granted 
by the Indian Tariff (Ottawa Agreement) Amendment Act, 
* 932 > which came into operation on and from i January 
* 933 * In the United Kingdom effect was given to the 
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agreement by (i) the order continuing free entry after 
If) November for those Indian products which w’cre already 
admitted free by virtue of the Import Duties Act ; and (ii) 
the Ottawa Agreements Act imposing on certain foreign 
producLs specific oi ad valorem tiulics, which became operative 
from I January 1933, and were later increased in certain 
cases on tlie advice of the Tariff Advisory Committee. 

Movement for Bilateral Trade Treaties : The Agreement Denounced 

Soon after the conclusion of the Ottawa Agreement, a 
powerful movement of popular, commercial as well as economic, 
opinion began developing in favour of the conclusion of 
bilateral trade agreements witli India’s important customers 
including the United Kingdom—definite in objective, limited 
in sco])c, reciprocal, and on a basis of exchange of equal 
favours.' There was a growing feeling that the omnibus 
Ottawa Agreement with its long schedules of preferences on 
imports hindered the conclusion of suitable trade treaties 
with otlier countries. The feeling found definite expression 
in the Legislative Assembly on 30 March 1936, when the 
following motion was carried by 70 votes to 65 : 

‘ This Assembly recommends to the Governor-Gcncral in 
Council that the Ottawa Agreement dated the 20th August 
1932, be terminated without delay and notice of denunciation 
be given in terms of Article 14 thereof. The Assembly further 
recommends that the Government of India should immediately 
examine the trend of trade in India with various other impor¬ 
tant countries and the United Kingdom and investigate the 
possibility of entering into such bilateral trade treaties with 
them whenever and wherever possible to bring about the 
expansion of export trade of India in those markets and 
submit such treaty or treaties for the approval of the 
Assembly.’ * 

’ C. N. Vakil and M. C. Munshi, Industrial Policy of India, 1934, p. 69 ; Indiem 
Journal of Economics, April 1937, article by C. N. Vakil on * Tariff Policy in India ’; 
Smanl of /nrfia, Januar>--March 1936, articles by D. R. Gadgil on ‘The Ottawa 
Agreement'; Indian J^onomist, 1936. a series of articles on ‘Trade Treaties’; 
Annual Iteporis of the Indian Cham^r of Commerce, and Federation of Indian 
Commerce and Industry for the last three years ; Minute of Dissent to the Report 
of the Select Committee of the Assembly, which examined the first year’s worl^g 
of the Scheme of Preferences. 

* Indian legislative Assembly Debates, Marcli 1936. 
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The Government of India gave six months’ notice to termin¬ 
ate the Agreement on 13 May following, and this notice was 
acceptctl by His Majesty’s Government in the United Kingdom 
on the same day. The Agreement was subsequently extended 
subject to termination at three months’ notice by either side 
unless it was replaced by a new agreement. 

After protracted negotiations a new agreement to replace 
the Ottawa Agreement was signed between His Majesty’s 
Government and the Government of India on 20 March 1939. 
The Indian Legislative Assembly, after a full-dress debate 
lasting for two days, rejected on 28 March, by 59 votes to 47, 
the motion of the Indian Commerce Member that the new 
Indo-British Trade Agreement be approved. On 30 March, 
the Council of State approved the Agreement by 28 votes to 10. 
Announcement had already been made that the Ottawa 
Agreement would terminate on 31 March 1939. The new 
Agreement has come into force with effect from i April. 



Chapter II 

TRENDS IN WORLD AND EMPIRE TRADE 

I. Trends in World Irade : Composition 

An analysis of significant trends in world and Empire trade 
is made in this chapter to furnish the setting for a somewhat 
detailed examination of the trade of a primarily agricultural, 
raw material exporting country like India. 

The following table summarizes the changes in the com¬ 
position of world production and world trade since I 929 > 
1932, according to the three broad groups of articles, foodstuffs, 
raw materials and manufactured goods.' 

Table 1 


Indicts 0/ Quantum 0/ Composition 0/ \yortd Production and Trade (1929^ too) 



'929 

'932 

1936 1 

'937 

Foodstuffs : 





106 

Production 

% • 

ICO 

too 

■°eJ 

'I'radc 


too 

89 

93 

Raw Matmals : 




106 


Production 

4 % 

lOO 

75 

"9 

Trade 

» • 

too 

82 

96 

1 la 

Manu/aclurid Goods : 


1 

69 



Productit>n 

4 4 

too 

111 


Trade 

4 • 

too 

59 


86 

Total World Trade 

• 4 

too 

75 

97 

Percentage Composition <tf 

Gold Valtu 

</ World 

Trade 


FoodstuHOi 

4 4 

T 

29 


23 

Raw Materiab 

» ♦ 

33 

33 

Manufactured Goods 

• • 

39-5 

38 

38 

38 


It will be observed that the quantum of total world trade 
fell by a quarter during the first three years of the depression 
and recovered gradually by 1937 to about the level of 1929. 

One fact which emerges prominently from tlic above 
figures is the considerable lag in trade behind production, 
in the case of foodstuffs and manufactured goods. The lag— 

* IVcrld Production and Prices^ ^ 937 ^ « ReiHew <if World Trade^ ^ 937 * 
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indicative of the trend to self-sufficiency—is more noticeable 
in the case of the latter tJian of the former. The trade in 
manufactured goods, indeed, increased appreciably after 1932, 
but much less than production. The influence of economic 
nationalism was growing throughout the period of depression 
and recovery in the case of manufactured goods ; in that of 
food production it would appear from the above indices to 
have worked out its main effects by 1932. 

Raw materials have naturally been affected least by the 
policy of national self-sufficiency pursued in many countries. 
In consequence, since 1932, there has been a striking increase 
in the share of raw materials of the total gold value of world 
trade from 33 to 39 per cent. There has been an equally 
marked decline in the percentage of foodstuffs from 29 to 23, 
with no change in the proportion of manufactured goods, 
38 per cent.* 


Foodstuffs 

The index of the world output of foodstuffs was the same 
in 1935 as in 1932, and the same in 1932 as in 1929. But this 
relatively stable aggregate conceals within itself a great shift 
in the geographical distribution of world food production : 
It has increased in the great industrial areas, the main import¬ 
ing countries, which have aimed more and more at self- 
sufficiency in respect of food ; it has correspondingly contracted 
in the main agricultural countries, owing to a shrinkage in 
their export markets. 

A decline in the quantum of world trade in foodstuffs has 
been a direct result of these territorial shifts in production. 


Raw Materials 

There was a marked disparity between the relative move¬ 
ments of the indices of the production of agricultural and 
non-agricultural raw materials as the following figures will 
indicate.* 


These changes are the resultant of price as well as quantum movements in 
each group : the gold price level of manufactured goocb fell most (the quantum 
®* in them also increased most, after 1932), that of raw matcHab least 

(^eir quantum in world trade rose) ; both the gold price level and quantum 
of foodstuHs in world trade declines 

’ World Production and Prices, I93&-7. The index for 1936 b provisional as no 
equivalent final index is given in the next issue of the same publication. 
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Table II 


Indicts of World Production oj Raw .MaUriaLs 
(1929= 100) (1932= H*®) 


1 

1932, 

1936 


>932 

• 936 

All Raw Materials 

7 « 

105 

All Raw Materials 

too 

148 

(c) Agricultural 


107 

{a) Agricultural 

too 

118 

(6) Non-agricuhurdl 

66 

>05 

(6) Non-agricultural 

too 

>59 


The production of non«agriculturaI raw materials suffered 
much more during the depression, and also felt the stimulus 
of recovery far more, than of agricultural raw materials. 
Moreover, there has been distinct evidence of the trend 
towards self-sufliciency in Europe, in the production of raw 
materials (as of foodstuffs) of agricultural origin. Thus, 
while the world production of agricultural raw materials 
increased by only 6 per cent between 1932 and 1935, the 
production in Europe advanced by as much as 20 per 
cent.* 

As the recovery in production has been most marked in the 
case of the non-agricultural raw materials, so the recent 
increase in the share of all raw materials of world trade is 
largely ascribable to them.* 

Manufactured Goods 

The last five years have witnessed a process of continual 
and widespread industrial revival, more marked in respect 
of certain countries than of otliers, and in general more 
characteristic of countries which depreciated their currencies 
earlier.* Tliis phenomenon provides the major explanation 
of the recent increase of the relative importance of raw 
materials and particularly of non-agricultural raw materials 
in world trade. 

* World production and PrictSt 1936-7, p. 27. 

* * Among the raw materials of which larger quanlilies entered into inter¬ 
national trade in 1935 than in 193a, wool, rubber, copper, tin, mineral oils and 
coal were the most important .—World Production end Pricis^ t 935 * 6 * P- 95 * 
Recovery afTccted producers* investment goods and durable consumption goo^ 
more than direct consumption goods. 

5 For indices, see Statistical Year-book t^f the League q/* Nations^ >937-8, p. 176. 
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2. Trends in World Trade : Distribution 
Tfu Place of Prvnary Exporting Countries in World Trade 

The larger share of raw materials in world trade accounts 
for the general increase in tlic share of raw material exporting 
countries' of the total export trade of the w’orld. 

Now the raw’ material production of the world is mainly 
of non-agricullural origin, agricultural ra^v• materials forming 
less than a quarter of the total output.* Non-agricultural 
raw materials also form the bulk of the exports of raw materials 
from the raw material exporting countries. Only in the 
exports from a few countries do agricultural raw materials 
outweigh the non-agricultural in importance.^ 

Moreover, the factors bearing upon the production of agri¬ 
cultural raw materials arc different from those which act 
upon the production of non-agricultural raw materials and 
more akin to factors determining the production of foodstuffs. 
Also, the world indices of production of agricultural raw 
materials show comparative lack of fluctuations similar to 
the world indices of the production of foodstuff's. The ])ro- 
duction of non-agricultural raw materials (products of forests, 
plantations and mines), on the other hand, is subject to con¬ 
ditions allied to those of manufacturing industry and has, 
therefore, alternately experienced drastic restriction and 
quick and substantial recovery. 

For a study of the spread of recovery in trade in recent 
years, therefore, countries which arc exporters of primary 
produce may be divided into those exporting agricultural 
products, whether foodstuffs or raw materials, and those 
exporting non-agricultural raw materials.* 

It will be seen from the table given as Appendix B that 
the share of world trade of countries mainly exporting primary 

* Countries in whose expurls raw materials form a larger part than cither 
foodstuHs or manufactured articles alone. India b thus a r.aw material exporting 
country; 50 per cent of her exports by value were iisade up of raw materials 
and articles mainly unmanufactured in 1935-G. Of the rest, 27 per cent con- 
usted of manufactured articles and 23 per cent of food, drink and tobacco. 

* See World Ftodutlion and Priett, 1935*6, p. 12 and tables at the end. 

f See l^gue of Nations : InUrnational Trade Statislics, Tables of Iradc by 
Comme^ties for each Country. 

* It is interesting to note in this connexion that the recent issue of World 
Produclion and Prices for 193^-8 adopts the same basis as is suggested here for an 
analysu of the world’s primary production. 
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products increased between 1932 and 1935 from 26*7 to 
29-7 per cent. Of this the share of countries which primarily 
export non-agricullural raw materials increased from 7*7 
to 9-2 per cent, while the share of countries whose most 
important exports consist of agricultural products rose from 
19 to 20-4 per cent; the former increase was relatively 
much greater than the latter.’ This is in keeping with the 
nature of rccovcr>’ characteristic of the past few years.* 

India belongs to the class of agricultural exporters. There 
was a moderate improvement in her relative share of world 
export trade from 2*76 per cent in 1932 to 3'19 per cent 
in I93(), and a slight recession to 3-07 per cent (including 
Hurma) in 1937. In 1929, this share was 3-56 per cent. 
There would thus appear to have taken place an apparently 
permanent decline in the position of India’s export trade 
since the onset of the depression. 

3. Trends in Empire Trade : Distribution 

World Trade, Empire Trade, Inter-Imperial Trade 

The changing composition of world trade and its bearing 
on the export trade of agricultural and otlier raw material 
producing countries has been considered. An attempt will 
now be made to examine briefly the relation of Empire to 
world trade, as well as the changing distribution of Empire 
trade, and to analyse the probable causes of observed trade 
movements, including the part played by the Ottawa 
Agreements in bringing them about. 

The following table shows tlic relation of Empire to world 
trade and the relative importance of inter-imperial trade 
in the total trade of the British Empire.’ 

* In 1936, the rates of progress of the relative shares of agricultural and non- 
agricultural exporting countries were about equal. 

» The following statement of Mr D. Ghosh, therefore, ignores the esscnual 
nature of the recovery that has taken place : ‘ Among a selection of raw matenw 
exporting countries which are geographically scattered over the whole world, 
which export all different varieties of raw materials and have widely different 
market connexions, India in spite of the agreement processed less than ntost 
others, though she shared with ux<m the general benehts of increased intentatior^ 
demand for raw materiab.'— Rfvisicn ^ 1936* PP; Th® increased 

international demand for raw materiab was more chsMCterutic of non*agncultural 
than of agricultural raw materiab. 

) Riview of World Ttadi^ 1936, pp. 15, 21 ; ibid., 1937, pp. 10, 20. 
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Table 111 


World Tradiy Empire Trade and JnUr^Imperial Trade 



>929 

1932 

1936 

'937 

World trade : gold value index 

ICO 

39 

(100) 

37-5 

(96) 

46 

(118) 

Empire trade : gold value index 

Empire trade : percentage of world 

100 

39 

(100) 

1 

1 

40 

(104) 

49 

(126) 

1 

trade. 

Intcr*Imperial trade : percentage of 

* 7*9 

27-5 , 

30 8 

29 8 

total Empire trade . . 

Inter-Imperial trade : percentage of 

1 

29-1 

30-6 

i 


world trade .. 

Empire-foreign trade : percentage of 

7*2 

8 

9-5 


world trade 

20*7 

k 

» 9-5 

21 -5 



• This percentage remained the same in 1931. 


During the period of operation of the Ottawa Agreements 
(or after 1932) it appears that the gold value of Empire trade 
increased more than of world trade. As a result, the pro¬ 
portion of world trade represented by the British Empire 
increased from 27^ per cent in 1932’ to 31 per cent in 1936.* 

The relative importance of intcr-Imperial trade in the total 
trade of the British Empire was also increasing at the same 
time. Trade among the countries of the British Empire 
thus formed an expanding share of an increasing proportion 
of world trade ; it went up from 7*2 per cent of world trade 
in 1932 to 9*4 per cent in 1935 and 9*5 per cent in 1936. 

Relatively to world trade, the Empire trade with foreign 
countries was also increasing : it went up from 19-5 per cent 
of world trade in 1932 to 20*4 per cent in 1935 and 21*5 
per cent in 1936. This increase was, however, sm^lcr than the 
relative increase of Empire trade as a whole and still smaller 
than the relative increase of intcr-Imperial trade. 

Direction of Empire Trade: Post-War Period 

After the War, England had come to depend more on the 
Empire alike for the supply of her imports of foodstuffs and raw 
materials and for the disposal of her exports, mostly of manu¬ 
factured goods, than before. 

* 26*7 per ccni in 1931, 

* In 1937 it receded to 30 per cent again. 
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In direct contrast, all the five major British countries 
derived a smaller proportion of imports from, and sent a 
smaller proportion of exports to, the United Kingdom during 
the post-War period than in the pre-War year. While the 
share of the Empire in England’s trade was on the increase, 
England’s share in Imperial trade was diminishing.‘ 

i92g-3i : Stability of United Kingdom Demand 

The onset of the Great Depression had far-reaching effects 
on (the volume as well as) the direction of Empire trade. 
The catastrophic fall in the prices of agricultural commodities 
and the severity of the depression in the important Empire 
countries led to a decline in the Empire’s proportion of United 
Kingtlom imports from 29-4 per cent in 1929 to 28*7 per 
cent in 1931.* The tendency to increasing dependence 
of tlic United Kingdom for her imports on the Empire 
countries, noticeable before the depression, w.as thus slightly 
reversed. Similarly the proportion of exports of United 
Kingdom produce going to the Empire declined slightly 
from 44*5 per cent in >929 to 43*8 per cent in 1931. 

On the other hantl, again, the tendency to diminishing 

Table IV 


Pmenlof^f Exports to Uu UniUd Kingdom from 0 ie Ot^stds Empirt^ 


1 

1 

Annual average 

i 924*9/> 924*5 

to 1929*30 

1929 

1 

> 93 « 

Canada .. . J 

33'4 

24*6 

28-3 

Union of South Africa 

505 

50 

384 

India 

i 29*7 

21 *2 

26-8 

Australia 

4^*5 

36-8 

50-9 

New Zealand 

77*7 

73'7 

88 

Eire 

90*1 

9 ^ 3 

9^-3 

The Dominions and India 


35-6 

43-9 


* ' This meant (hat the Mother Country's dealings were less widely dbtributed 
gcoffraphically, whereas (he trade of the Overseas Empire was more so. Colonial 
(radr had expanded while that of the Mother Country had contracted. The 
Empire looked less towards England, but England looked more towards the 
Empire.*—Andr^ Siegfried, England's Crisis^ * 93 * > P* 68. 

* Thb was entirely accounted for by the decline of India's proportion from 
5' I to 4*3 per cent. 

5 Etonomist, November 1934; InUrTwtional Tradi Statistics, 1934, Summary 
Table ( 6 ) ; Statistical Abstract far thi British £f 7 i^tr#, *995-34 (Trade and 
Commerce Section). 
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dependence of the Empire on the United Kingdom market, 
strikingly manifest in the years of post-VVar revival, was 
decidedly reversed by the depression. 

The remarkable relative increase of exports to the United 
Kingdom from the main Empire countries (except South 
Africa) shown by the above figures from 1929 to 1931 was 
not due to any tariff preference in that country. It was 
explained by the greater relative stability of United Kingdom 
demand during the depression. At a time when foreign 
markets were rapidly shrinking and everywhere fresh barriers 
were raised to imports of agricultural produce, the United 
Kingdom remained the only large free market. 

The marked stability of her demand during the early period 
of the depression (1929 to 1931) was indeed evidenced by the 
trade statistics of almost every country in the world.* The 
Empire countries were thus not in a class by themselves : their 
relatively greater dependence on the United Kingdom was 
no peculiar phenomenon, but part of a general tendency.* 
The United Kingdom demand was a pillar of strength all 
round, and different countries derived support from it in 
proportion to their dependence on that market. 

193^-6 

The tables overleaf give the distribution of the trade 
of the United Kingdom and of the Overseas Empire from 
*93" to 1936.* 

Certain facts are clearly brought out in these tables. 

(i) There has been a marked growth in the share of the 

' The United Kingdom share of the total value of ihc world’s import trade rose 
from J5* 19 per cent in I9a9 to 17*24 in 1931. Between these years, the relative 
share of the United Kingdom shows more or less appreciable increase in the export 
trade of twenty-three European countries, all the countries in Asia and Oceania 
for which statbiics are available, with slight exception.^, and 18 out of 21 countries 
on the American continent. See tnUrnadonal TfOtU Statistics^ 1934, Summary 
Tabic (6). 

* Sir George Schuster in the special supplement of Economist on * Empire 
Trade before and after Ottawa \ November 1934. drew attention to the stability 
of the United Kingdom market for Empire pr<Mucts. Prior to 1931* however, 
Ihc stability of the United Kingdom market was equally remarkable for the 
products of other countries. In fact, the share of foreign countries in the Unit^ 
Kingdom import trade improved from 69*4 per cent in 1929 to 71 *2 per cent in 

^ Ecommist^ I May 1937 ; Annual Statement of the Trade of the United Kingdom^ 
I 936 > Voh IV; International Trade Statistics, 1934-7, Summary Tables (a), (i). 
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Table V 

Pffccntn^e Distribution of United Kingdom Trade, >931*7 



Domestic Exports 


Imporu 



>93> 

>933 

! >93® 

>937 

1 

*93> 

>932 

1936 

>937 

Canad.i 

5*3 

4-5 

5*3 

5-3 

3*8 

6* I 

8*8 

8-6 

Australia 

37 

5-5 

7*3 

7-2 

5*3 

65 

7*2 

7 

New Zealand 

2*9 

*•9 

3*9 

' 39 

4*4 

5*3 

5 • 

4*8 

I'nion of South Africa 

5-6 

5 

8-5 

8 

> *5 

2*2 

iG 

1-8 

India 

83 

9-3 

7-7 

7-5 

4-3 

4® 

6* I 

6*3 

Lire 

7-8 

71 

4*8 

1 41 

4*2 

' 3*8 

2*4 

2* 1 

Toi.^l Empire 

43 S 

45-4 

49 'S 

4»-3 


; 35'3 

39 ‘S 

394 

Empire excluding Eire 
Eoreign Counthci in 

36 

383 

44*4 

1 

44-2 

1 

24*5 

31-5 

1 

368 

37'3 

the Sterling Arca^ .. 

16 

1 iG 

17* 1 • 

♦ 

• ' ♦ 

>9*6 

21 *7 

20* it 

♦ 

• • A 

I'otal Sterling Area*.. 

.59® 

61-4 

66*3 

1 ♦ 

1 • • ♦ 

48-4' 

57 

59*2 1 

♦ 

» . A 

Gold Blex: (xninlrics^ 
Other Foreign 

16 

1 

! «4-7 

11*1 

♦ 

• • ♦ 

i6-8 1 

if 4 

10*4 

4 

• • ♦ 

Countries 

24-3 

239 

22*6 

♦ 

• • ♦ 

34-8 

3f5 

1 

30 4 

1 

4 

• • 4 


* * 013 * >934 >935 corresponding figures were 17*8, 17*9 and 

17*7 rcs;>rciivcly. 

t 22 per cent in 1935. 

{ Wiih ihr fall of the former gold bloc, the dislinrdoti between currency 
groups ceased to have the same significance for purposes of trade. 

Table VI 


Percentage Distribution of the Trade of the Overseas £m^irr, >931*7 



Imports from United 
Kingdom 

Exports to United 
Kingdom 


« 93 ' 

1932 

'936 

*937 

I 93 > 

>932 

1936 

'937 

Canatla 

Australia* 

New Zealand* 

Union ofSouth Africa 
India 

Eire 

39-6 
49 -1 

44-6 
36 -7 ' 
8o-8 : 

20-7 

40 

5 «-at 

46-1 
37-6 
76-6 

•9 4 
40-7 

49 - 9 t 

463 

390 

533 

16*2 
41 *6 
50 -2t 
42*6 

3 >* 5 : 

50 

191 

32-6, 

82 3 , 

27-8 

962 

1 39-4 

I 

838 

3«-9 

9«-5 

364 

48-8 

76 t 
785 

3 '- 7 { 

90-8 


• Yean ending 30 June. Countries of origin, 
t Excluding specie. 

X Excluding Burma from 1 April. 


' The A^entine, Bolivia, Brazil, Columbia, Denmark, Egypt, Estonia, Finland, 
Japan, Norway, Paraguay, Portugal, Siam and Sweden {Report of the Bank for 
Inimnttortal Setttmenls^ > 935 )* ^ 

* B«id« foreign countries enumerated in footnote i the sterling area included 
accor^ng to the s^e Rtpori, the countries of the British Empire, other than 

Canada. Canada has, however, been included in the above table with the 
sterling area. 

3 France, HoUand, Italy, Belgium, Poland, and Switzerland. 
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Empire of the United Kingdom export and import trades, 
the increase being particularly remarkable in the latter case. 
This increase has occurred despite a considerable decline 
in the United Kingdom’s trade with Eire. British imports from 
the Empire (including Eire) increased from 29 per cent in 1931 
to 39 per cent in 1936, and, excluding Eire, from 24 to 37 per 
cent. Exports to the Empire increased from 44 to 49 per cent, 
and, excluding Eire, from 36 to 44 per cent over the five years. 

Thus the tendency to increasing dependence of the United 
Kingdom on the Empire, both for the supply of imports and 
the sale of exports, already observed in the post-War years, 
reasserted itself after the temporary reversal in the few years 
immediately preceding and following the beginning of the 
depression.* 

{2) In the post-War period, the increasing reliance of the 
United Kingdom on the Empire had no counterpart on the 
side of the Empire countries, because of their rapidly expanding 
trade with foreign countries. In the period of depression and 
subsequent recovery from 1931 to 1936, however, there was a 
parallel trend in the trade of most of the Empire countries 
towards increased reliance upon the United Kingdom in 
respect of their imports and exports alike. 

(3) In the case of the Empire countries, the increase of 
their proportion of exports to the United Kingdom was 
greater than the increase of their percentage imports from the 
same country. Conversely, in the case of the United Kingdom, 
the increase of her relative imports from the Empire countries 
was greater than the increase in the proportion of her exports 
sent to them. 

(4) The proportion of both the import and export trades 
of the United Kingdom with the foreign countries in the 
sterling area also showed an increase between 1931 and 1935. 
(Trade agreements had also been concluded with many 
foreign countries in the sterling area.) 

(5) There was an appreciable relative decline in the trade 
of the United Kingdom with the five central European countries 
of the former gold bloc, and with other foreign countries, 
most important of which was the United States. 

' This temporary reversal occurred from 1927 to 1930 in the case of exports, 
and from 1935 to 1931 in the caae of imports. 
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The decline was more marked in the case of imports from, 
than of exports to, these countries, even as the improvement 
was more noticeable in the case of imports from, than of 
exports to, the sterling group of countries. 

4. Causes of Relative Increase of Inter-Imperial Trade 

AND OF Total Empire Trade 

(fl) United Kingdom Import Trade 

British Protectionism 

On the side of imports into the United Kingdom, probably 
the most important factor responsible for the pronounced 
change in the distribution of trade has been the adoption of 
protec tion by Britain. The imposition of high tariffs on the 
importation of practically all manufactured goods in the 
pursuit of a polit y of protection would quite naturally diminish 
the share of import trade of the manufacturing countries of 
Europe and North America, and automatically increase the 
proportions of the agricultural countries supplying raw 
materials and foodstuffs. Of these the countries of the 
British Empire arc most important. 

Industrial Revival in the United Kingdom : Recovery of Raw Material 
Imports 

The industrial revival in the United Kingdom and the 
increase in the domestic production of manufactured goods, 
moreover, led to an increased demand for industrial raw 
materials, of which the Empire countries derived full benefit. 
The following table shows the changes in the composition 
of United Kingdom import trade classified according to three 
broad groups, during 1931-6.' 

The figures relating to indices show that the United Kingdom 
imports of manufactured goods fell much more than of raw 
materials during the first one or two years of deepening 
depression, and have increased much less than the latter 
during the subsequent years of recovery. As a result, the 
proportion of imports of manufactures, which was 30 per cent 
1*^ ‘SSL been reduced to only 24 per cent in 1935, and 

* Pcrccniages and indices arc calculated from VniUd Kingdom Trad* R*tunu. 
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Table \1I 


Composition of UniUd Kingdom Import Trad^ 


1 

> 93 * 

1 

^932 

1 1 

>933 j 

>934 

>935 

>936 

>937 

Foodstufls, per cent 4B 

53 

50 

47 

47 

i 45 

42 

Raw Materiab, percent .. 20 

23 

27 

29 

28 

1 *9 

3 > 

Manufactures, per cent 30 

22 

1 22 

23 

24 _ 

1 25 

27 


Indicts 


Foodstuffs 

1 

! ICO 

90 

82 

83 85 ; 

92 

1 104 

Raw Materiab 

100 

95 

104 

121 122 1 

>43 

1 XS2 

Manufactures 

100 

60 

58 

66 7t 1 

« 

Bi 

105 


was 27 per cent in 1937. On the other hand, the proportion 
of raw materials went up from 20 to 31 per cent. 

Considered together with the composition of imports from 
the Empire and foreign countries respectively, the increased 
imports of raw materials afford an important part of the 
explanation for the increase in the relative share of the Empire, 
or the decline in the relative share of foreign countries, in 
the import trade of the United Kingdom. 


Table VIII 


Commodity Composition of United Kingdom Imports from British and Foftign 

Countries (Average 



4 

\ 

B 


Percentage of total class 

Percentage in each class 


imports from 

of imports from 


British 

Foreign 

British 

rorcign 


Countries 

Countries 

Countries 

Ck)untries 

Foodstuffi 

37 

63 

58 

¥> 

Raw Materials 

36 

64 

3> 

23 

Manufactures 

to 

90 

to 

36 

Total 

29-5 

70^5 

100 

100 


It appears (Table VIII above) that a strikingly greater pro¬ 
portion of imports from foreign countries (36 per cent) than 
from Empire countries (10 per cent) consisted in 1928-31 
of manufactured goods, and a correspondingly smaller 
proportion of imports from foreign countries (64 per cent) 
than from the Empire (90 per cent) was made up of raw 
materials and foodstuffs together. 
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Or, again, of the imports of manufactured goods against 
which the policy of protection was specially directed, 90 per 
cent were derived from foreign countries and only 10 per 
cent from the Empire. 

Rise in Raw Material Prices 

The increased value of raw material imports was a composite 
of larger volume and higher prices. The recovery of agri¬ 
cultural prices after 1932, loo, played its part in restoring the 
proportion of the value of United Kingdom imports consigned 
from the E)mpirc countries : the disparity between the prices 
of fooclstufls and raw material and the prices of manufactures, 
which was caused before 1932 by the diverging movements 
of the three sets of prices, has been largely remedied by con¬ 
verging trends since.‘ 

Comparative Freedom of Trade 

Another factor responsible for the relative enlargement 
of intcr-Imperial trade was its comparative freedom from the 
severe forms of trade restriction. The unequal pursuit of 
self-sufficiency—the trend to autarchy was stronger in many 
European and South American countries than in the British 
Empire—was an important factor influencing the course of 
trade. 


Currency Depreciation and Exchange Stability 

Moreover, tlic membership of the sterling area conferred 
a twofold benefit. Currency depreciation relieved the 
countries concerned of the severe strain to which their economic 
structure had been subjected by the powerful downward 
pull of a declining international price level* But ‘ apart 


indica of the gold pnee level of foodstuffs, raw materials and manu- 
aciur^ aiticlw with 1929 as base were 5a, 44 and 64 rcspecUvely in 1932 : 
the pncM of primary products liad fallen much more than of finished goods. In 
ra^li’cdvel^"'' were much closer together, being 45-5, 46 and 51-5 

connexion, there is no doubt that the adherence to gold of the former 
?h!ir '■*“ currency depreciation penalLaed 

Iffect^ ?^ th themselves. Although they were specially 

S."- ** manufactured goods, it would appear that the 

fhrir ,^^1? [ sterling was one prinopal reason for 

“-atie, and consequenUy to some extent 
lor the relauvciy higher ibare of the Empire countrio. 
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from the closer adjustment of domestic costs to world prices 
achieved by members of this group through currency deprecia¬ 
tion, the expansion of the trade of the sterling group ntay, 
to an important extent, be ascribed to the fact that this group 
represents a wide area of mutually fixed exchange rates, and 
that trade between members of the group has consequendy 
been relatively litUe hampered by the risk of exchange 
fluctuations *.* 

Trade Agreements 

Trade agreements had also been concluded by the United 
Kingdom with many countries in the sterling area and tended 
to increase her trade with these countries. 

The Ottawa Agreements 

The Ottawa agreements could not by their nature lead 
to any material increase in the United Kingdom’s imports 
from Empire countries, except by a diversion of trade from 
foreign to Imperial channels. They did not make for any 
definite net reduction of tariff and other trade barriers but 
involved the imposition of fresh barriers against foreign 
imports. A not unimportant part of the relative increase in 
imports from the Empire may, however, certainly be ascribed 
to the tariff adjustments and quota arrangements effected 
by the Ottawa agreements. 

(6) Export Trade of the Overseas Empire 

The increasing reliance of the United Kingdom on Empire 
sources of supply had its counterpart in the increasing depen¬ 
dence of the Empire countries for their exports on the United 
Kingdom market. This latter tendency is also accounted 
for largely by the same factors—the marked revival of industrial 
activity in the United Kingdom following the adoption of 
protection, increased demand for raw materials, which the 
countries of the Empire are peculiarly adapted to supply ; 
the improvement in the relative prices of raw materials ; 
the fact of exchange stability between the United Kingdom 
and other countries of the Empire, as also the alleviation 

* Revuw 0/ World Trade, 1935, p. 60. 
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attordcd by currency depreciation ; and the favourable 
fiscal basis of mutual trade provided by the Ottawa Agree¬ 
ments.’ 

Trade Diverting and Trade Enlarging Factors 

The above analysis of the factors underlying the tendencies 
of Empire trade before and during the depression and before 
and since Ottawa has not made possible any precise estimate 
of their relative importance. All the factors in combination 
have tended to bring about the appreciable relative enlarge¬ 
ment of inter-imperial trade which constitutes the most 
noticeable feature of the changing distribution of Empire 
trade during recent years. They also account, in great part, 
for the increase noted above in tlie share of the British Empire 
of the total trade of the workl. A broad distinction may be 
made between primarily trade-diverting and trade-enlarging 
factors.* British protection and Empire preferences tended 
largely to divert trade from Empire-foreign to intcr-Imperial 
channels : the favourable bjusis for mutual trading provided 
by adherence to a common currency standard and exchange 
depreciation may be regarded botli as trade-enlarging and 
trade-diverting : recovery in production, agricultural and 
industrial, and in prices of primary products was primarily 
trade-enlarging rather than trade-diverting in its effects. 
It may be that the increase of trade resulting from the action 
of trade-enlarging factors flows more and more into inter- 
imperial channels because of the simultaneous operation 
of trade-diverting influences. This, indeed, appears to have 

* On thr side of expotis from (he United Kingdom, Again, an appreciable 
improveincnl ha5 been noticed in (he proportion consi^^ed (o the Overseas 
F-tnpirc, and a corresponding increase in inc proportion of imp>orts of (he impor- 
(ant Empire countries derived from the United Kingdom. I his again is suIR* 
ricntly explaincti by ihe causes discu»ed ab^nc, with some redistribution of 
ernpha.sis. Inter-Imperial exchange stability is a factor of as much importance 
as It WAS on the import side of the United Kingdom trade. The hscal policy 
of the United Kingdom and domestic industrial revival in that country, of course, 
come only indirectly into the picture. But the recovery in the prices of raw 
pro<iucts enhanced the purchasing power of the oveneas agricultural countries 
and attracted an increasing proportion of United Kingdom exports of capital 
and consumption goods. As regards the part played by the Ottawa Agreements, 
it is important to remember that they widened (he scope and increased the margin 
of reference in favour of the Unit^ Kingdom, but made no radical innovatmn 
Jn Dominion tariffs. 

* According as they tend more to change the direction of trade than to increase 
Its aggregate volume or ficr tw<i. 
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largely taken place : inter-imperial trade has increased 
relatively to Empire-foreign trade, but Empire-foreign trade 
has also increased relatively to world trade. In other words, 
the Empire’s percentage of world trade has increased : both 
inter-Impcrial and Empire-foreign trade have shared in this 
increase : but inter-imperial trade has had more than its 
proportionate share, Empire-foreign trade has had less than 
its propordonate share. The former was helped by both 
classes of factors; the latter was helped by one and hindered 
by the other class of factors, though the help outweighed the 
hindrance. 

It is significant in this connexion that the biggest increase 
of inter-imperial trade, from 25-7 to 29-1 per cent of Empire 
trade, took place in 1932, the very first year of the operadon 
of the proteedve cum preference policy of the United Kingdom. 
After 1932 the increase of inter-imperial trade became much 
slower and was much smaller than the increase of the Empire’s 
propordon of world trade: other factors like the larger 
produedon and higher prices of raw materials and revival of 
industrial demand in the United Kingdom became more 
prominent. 



Chapter III 


TRENDS IN INDIA’S EXPORT TRADE AND 
EUROPEAN COMMERCIAL POLICY 

I. Trends in India’s Export Trade : General 

A BRIEF Study is made in this chapter of variations in the 
\olumo, value and direction of India’s export trade with an 
attempt at some explanation of the main trends. 

Qiianlum and Price Level of Indian Exports 

The following table shows the changes in the value, the 
quantum and average price level of exports of Indian 
merchandise during the last decade.* 


Iablp IX 


Valuiy Quentum and Prut of Indian ExpofU 


1 

1927-0 

Annual | 
average | 
of 1 
1927-30 1 

1 

1 

1 

> 933-4 

1 

> 934*5 

1 

1935 -C 

I >936-7 

(Rj. Crorcs) . 

Index, Value . 

320 

> 3 ^ 1 

i >47 

>52 

161 

196 

100 

4>*3 

100 

45-9 

111 

47*5 
> >5 

f>o -3 

121 

61 • 3 
148 

Index, Quantum loo 

1044 

74*9 ' 
100 

86*2 

>>5 

87-8 

>>7 

88-4 

118 

1074 

>43 

Index, Price .. , .1 too 

... _i^ 

96*2 1 

1 

553 

53-5 

54 * 

569 

57 -« 


•os®* when the export trade touched bottom, there had 
been a fall of 25 per cent in the quantum of Indian exports, 
and of 45 per cent in their average price level, together 
making a fall of 58 per cent in total value. In the four years 
following 1932, the value of exports increased by nearly 
50 per cent, almost entirely due to an improvement in 
quantum. 

' Review of World Trade, 1937, Annex. II, pp. 84*5 for indices of quantum and 
the pnee level. The mdica are the same as given in the annual A<fiVu> of the 
rfade of Itxdta. 
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Export Trade of India and of the Overseas Empire 

A comparison is made in the following table between 
changes in the export trade of India and the total export 
trade of the British Empire less the United Kingdom, or the 
whole of the Overseas Empire,' which is generally in a stage 
of economic development similar to that of India. 


Table X 

Export Trade of India and the British Empire excluding the United Kingdom 

if millions) 



• Average 
1927-9 

>932 

*933 

1 1934 

, >935 

1936 

(1) India* 

Index 

Ind« 

(2) BritUh Empire less 

United Kingdom 
Index 

Index 

(1) as percentage 

of (2) .. 

240*8 

zoo 

981 

iOO 

245 

1 

99-5 

4 ‘ 

too 

4C8 

48 

too 

21 3 

mo’8 

46 

tit 

487 

50 

iO,f 

22*7 

“ 3-9 

47 

“4 

537 

55 

‘•5 

21 -2 

120*6 

50 

!2I 

' 576 

1 

, ms 

20*9 

147*2 

6 t 

lefS 

697 

71 

•49 

21*1 


• Financial year ending 31 March of the following year. 


A reference to the indices with 1932 as base brings out the 
close similarity in the rate of development of the export 
trade of India and of the whole Overseas Empire since that 
year. The percentage share of India of the trade of the latter 
has been more or less stable at a little over one-fifth. The 
earher decline in that share from the average of 24-5 per cent 
during the pre-depression triennium to 21 - 3 per cent in 1932 
has not, however, been made good.* 


2. Trends in India’s Export Trade : Distribution 

Direction of India's Export Trade 

T^e following figures of the percentage distribution of 
Indian exports (including re-exports) among her important 

* i.e. the aggregate of the (domestic) exports of the Dominions and India, 
glomes Protectorates, and Mandated Territories under Condominium. 

Secuo for ih£ British Empire^ *925-36 (Trade and Commerce 

explanation of ihia earlier recession in lndja*s share of the Overseas 
mpire trade is largely found in tlic exceptional severity of the slump in the 
pn» of her suplc agricultural exports, as indicated by a comparison of the 
noica of the olimated average export price levels of agricultural countries. 
of World Treds, 1937, Annex. I. 
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markets show the trends in the direction of export trade since 
the beginning of the depression.' 


I'AnLE XI 

Pfrceiilage Diil’ibulion of India's Export Trade 



1929-30 

1931-2 

1 

1932-3 1 

1933-4 

« 934-5 i 

•935-8 

1936-7 

United Kingdom 

21 '8 

279 

, 28 

32-2 1 

31*6 

3t*5 

32 t 

Germany . 

8-4 

6-3 

6-5 

6-5 

4*5 

5‘9 

, 4-7 

France 

1 5'? 

48 

6 

, 4-9 1 

1 

4-4 

4 . 

Belinum 

3'8 ! 

2*8 

3 

3 „ 

2*6 

3-4 

3*6 

Italy 

36 

3*4 

3-5 

3-8 

! 3*8 

2*2 

2'4 

Netherlands 

2-8 

3 

3 

2-7 

1 1*9 

2*3 

2-2 

U.S.A. 

11 -G 

8-9 

7-4 

9*6 

1 §'3 


9-5 

Japan 

10-2 

8-7 

103 

8-5 

i i6' 1 

1 

•3-4 

15-7 


Tlic increase in the proportion of exports going to the 
United Kingdom from 21-8 per cent, or somewhat over 
one-fifth, in 1929-30 to 32’2 per cent, or a little under one- 
third, in 1933-4 is remarkable. But the greater part of this 
increase in the share of the United Kingdom {from 22 to 28 
per cent) had taken place in the two years from 1929-30 to 
1931-2, that is before the grant of preference in March 1932, 
by the Import Duties Act. 

It is thus clear that the tendency of India’s export trade 
to rely more and more on the United Kingdom market did 
not originate with the coming into operation of the Ottawa 
preferences. The trend of exports after Ottawa does not 
appear to have been characterized by any striking new 
development. There was only the continuation of a tendency 
which started* in a pronounced form with the beginning of 
the depression and was at the time part of a more general 
phenomenon.* 

There is noticeable at the same time, in direct contrast, 
a distinct tendency towards decline in the share of principal 
European countries of India’s export trade. The proportion 
of exports taken by five European countries included in the 

* RevUw of the Trade <f India^ t932*3—1936-7* 

^ Prior to 1928 Uiere was a slight irregular tendency to decline in the relative 
share of (he United Kingdom of Indian exports. That share was a3’4, 29* 

25 and ai‘4 per cent respectively in 1913*141 1916-19, 1922-3, 1927-8 
and 1928-9. 

3 Sec above Chapter 11 , 3. 
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above table fell from 24 per cent in 1929-30 to 16 per cent 
in 1934-5. shown no definite improvement since. 

It is, however, significant that the greater part of this decline 
occurred after 1932-3 (when the share of die five countries 
stood at 22 per cent), whereas the greater part of the relative 
increase in exports to the United Kingdom had taken place 
1932-3. 

Besides the United Kingdom, the share of Japan of India’s 
export trade underwent a striking increase. After some 
alternate improvement and recession there has been a sus¬ 
tained and distinct rise in the proportion of Indian exports 
taken by that country, from less than 9 per cent in 1931-2 
to nearly 16 per cent in 1936-7. 

Correlation between Variation of Industrial Activity, Value of Imports 
and Indian Exports to Priruipal Trading Countries 

The causes which might account for the increased depen¬ 
dence of India on the United Kingdom market have been 
discussed in the last chapter in connexion with the Empire 
as a whole. A sort of a broad and general relation is observed 
between the variation of industrial activity in (of the value of 
total imports into), and of the value of Indian exports to, 
important trading countries.' While no precise conclusions 
can be derived from such roughly parallel variations, they would 
appear to afford an important part of the explanation for 
the appreciable change in the volume and direction of India’s 
trade during recent years. For, while the general incidence 
of the depression, as reflected in a decline of industrial activity 
and fall in the import trade of her important customers, 
accounts for the great fall in the volume and still more in the 
value of her export trade, the varying incidence of the depres¬ 
sion in the case of different countries abo accounts to a 
not unimportant extent for the change in the distribution 

' A refereace to indices with 1926 as base will show that except for Japan the 
° not the magnitude) of decline during the depression alike in 

uidmtnal activity and in the value of Indian exerts is the same for seven countries: 

Germany, Belgium, Italy, (Japan), France, United Kingdom, (Japan). 

• ^ * correspondence tetween the order according to decline of 

mdmtrial activity and according to the Ddl in the value of their imports (in 
luQonal currencies) in the case of these seven countries : the United States shows 
ue grea^t (all, Japan the least alike in industrial activity and in the value of 
“nports in 1932 as compared with 1928. 
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of that trade between 1929 and 1932 (or 1933)—in particular 
for the appreciable deflexion of its flow away from Europe 
and towards the United Kingdom, and latterly towards 
Japan. 

India's share of United Kingdom Import Trade 

The following table shows the relative position of India and 
the Empire as a whole in the import trade of the United 
Kingdom. 


Table XII 

Prr(a\tagt oj UniUd Kingdom Imports from India and Other Empire Countries 



1929 

' 93 « 

1 

1932 

1 '933 * 

'934 

'935 

1 '938 

'937 

India 

5*1 

4*3 

4*2 

5*5 

58 

5*4 

6-1 

6*2 

Empire excluding Fire 
Empire excluding Eire 

25*8 

a 4*5 

31 *6 

34*3 

34-8 

35-3 

368 

37*3 

and Indui 

20*7 

20*2 

27*4 

28*4 

29 

29-9 

30 -7 

3 ' 


Two broad conclusions arc suggested by the figures in the 
above table. From 1929 to 1931, India lost much relative 
ground in the United Kingdom market, the rest of the Empire 
(excluding Eire) nearly maintained its position. From 1931 to 
t 932 > the Empire’s position (excludingEire and India) advanced 
considerably from 20 to 27 per cent, that of India, curiously 
enough, remained almost unchanged. Since 1932, India has 
made up much leeway. Nevertheless in 19361 her share was 
only one-sixtli of the total Empire’s share of the United 
Kingdom’s import trade (excluding Eire) against one-fifth in 
t929- 

Absolute and Relative Changes in Demand for Indian Exports by 
Commodity Class in Principal Countries 

A closer examination of the character and composition 
of the import trade of India’s principal customers and of 
Indian exports to each of them would show how far the decline 
in the importance of European markets for India is due to ®n 
absolute reduction of their demand for foodstuffs and raw 
materials, or increasing self-sufficiency, and how far to a shift 
in their sources of supply. Similarly, such examination would 
reveal the extent to which the increased exports of India to 
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the United Kingdom result from an absolute or relative 
increase in the demand of the latter for the type of goods which 
India exports to her. 

The following table gives the indices of quantum of imports 
of (i) foodstuffs and {2) materials, raw and partly manu¬ 
factured, into seven important trading countries.’ 

Table XIII 

Indicts of Imports of Foodstuffs and Raw Materials into Certain Countries 


Country 


Foodstuffs 


*932 


United Kingdom 
Germany.. 
France 
Italy 

Netherlands 
Belgium .. 
U.S.A. .. 


100 

too 

100 

too 

too 

ICO 

too 


Raw hiaierials 


*933 

1 >934 

'935 

! '9361 

1932 

*933 

*934 

>935 

1 *936 

98 

99 

98 

1 lOI 

ICO 

109 

>>7 

* *9 

134 

8 a 

85 

76 

77 

100 

107 

111 ; 

107 

lOI 

90 

72 

75 

83 

63 

79 

* 

too 

too 

1 116 

114 

96 

95 

116 

104 

# 

97 

73 

85 

67 

too 

1 

># 

86 

75 

75 * 

96 

94 

88 

102 

JOG 

98 

104 

; ICO 

to6 

107 

laa 

>45 

• 

ICO 

116 

107 

141 

• 


* Not available. 


From 1932 to 1935, there was more or less reduction in the 
foodstuff imports of all the above countries excepting the 
United States (where they went up by 45 per cent). The 
reduction ranged between 37 per cent (in the case of Italy) 
to 2 per cent (in the imports of the United Kingdom). In 
*936* there was a relatively large increase of food imports 

in the case of Belgium and a small increase in every other 
case.* 

Raw material imports over the five years showed an 
appreciable increase in the case of the United Kingdom and 
the United States, a small and hesitant increase in the case 
of France and Belgium, an alternate rise and fall in the case 
of Germany and Italy, and a continuous decline in the case of 
the Netherlands, 

These variations yield their full meaning when they are 
considered together with the corresponding variations of 
exports from India. 

* Amw 0/ WptU Tradt, 1934-6. Table V. The base has been shifted from 
* 93 *' For Bel^um and Netherlands the indices are c^culated from 
a weights of imports {InUmaiiotud Tradt Statistics, 1034-6, Table V). 

No index u available for Italy, but it is likely that an increase occurred 
in that ca^c too. 
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TAni.E XIV 

Indices of Distribution of E*f»<nts of Foodstuffs and Raw SiaUnals from tndxa^ 


Foodstuffs 



* 93^-3 

> 933-4 

> 934-5 

> 935-8 

i 1938-7 

United Kingdom . . 

100 

116 

120 

>>7 

1 

123 

Germany 

i ICO 

89 

56 

36 

26 

France 

100 

98 

54 

75 

96 

Italy 

1 IOC 

73 

B? 

50 

47 

Belgium 

100 

94 

50 

3 > 

30 

Netherlands 

100 

70 

64 

74 

54 

U.S.A. 

1 IDO 


141 

187 1 

186 

Japan ..| 

i 100 

lO 

>7 

33 ' 

85 

Total . i 

1 

100 

97 

97 

99 

1 

108 

1 


Raw Materials 


1 

i 93«-3 

> 933-4 

> 934-5 

> 935-8 

1938-7 

United Kingdom .. 

too 

165 

i 170 

1 >77 

254 

Germany 

too 


: 93 

>37 

>30 

France 

too 

89 i 

64 

86 

88 

Italy 

too 

126 

124 1 

73 1 

t 1 1 

Belgium 

too 

1 ta 

1 1 ID 

15a 


Netherlands 

too 

108 

1 86 

94 

126 

U.S.A. 

100 

185 

>65 

ao8 

241 

Japan 

100 

102 

19a ' 

161 

229 

Total 

100 

lae 

>36 

>45 

187 


The above indices are derived from the figures of value, 
which arc composed of the quantum and price level of exports. 
But the average export price level of foodstuffs and raw 
materials was, in general, rising during the period. The above 
figures would, therefore, somewhat overstate the real increase 
or understate the real decrease in the quantum of exports. A 
comparison of the above figures with the indices of the quantum 
of imports into principal countries would therefore, in general, 
present the Indian export trade in a rather favourable light. 
It may, nevertheless, yield some approximate conclusions. 

India’s exports of foodstuffs to all countries (included in 
the above table) other than the United Kingdom and the 
United States declined more or less heavily. In the case of 

‘ The indices arc calculated from (90 to 95 per cent of) the quantities of exports 
of foodstuffs and raw materials to each count^ as shown in Rtnigw tf thi Tradt of 
India, —*936^7, Table 12. 


















TRENDS IN INDIA’S EXPORT TRADE 


Germany and Belgium, the decline of Indian exports was 
much heavier than in their total imports : self-sufficiency and 
substitution of rival supplies alike worked to the detriment 
of Indian export trade. In the case of France, Italy and 
the Netherlands, on the whole, no distinct trend towards 
replacement of Indian by other foreign imports is apparent. 

Exports of Indian raw materials to the United States, the 
United Kingdom, Germany and Belgium were much higher 
in 1935-6 than in 1932-3. In the case of each of these 
countries, moreover, the increase of the value of Indian 
exports was greater than the increase of the quantity of their 
total imports (total imports into Belgium showed no increase). 
The autarchic plans of Germany will affect Indian exports 
of industrial raw materials in the future. But, so far, their 
incidence on such exports as jute and cotton and hides and 
skins has been less serious than on exports of articles of food, like 
rice, barley, coffee and tea and semi-manufactures like paraffin 
wax. Indian exports to the Netherlands, again, increased 
while the latter’s total imports declined, but to France declined 
while the latter’s total imports increased somewhat. There 
has apparently been some displacement of Indian raw material 
exports in the French market by rival supplies from other 
countries. 

On the whole, it would appear that the fall in Indian 
exports of foodstuffs to continental countries is due largely 
to a tendency to self-sufficiency in respect of food in industrial 
Europe in Germany and Belgium there has been, over and 
above, an actual displacement of Indian imports by imports 
from other sources. On the whole, again, there does not seem 
to be much evidence of any persistent tendency after 1932 
to displacement of Indian raw material exports by supplies 
from other sources, except in the case of France and perhaps 
to some extent in that of Germany as well. 

In the United Kingdom market India has made a relative 
as well as absolute gain in respect of both foodstuffs and raw 
materials. 

This review of the state of India’s export trade may be 

* The * coiuiderable expansion of food production in Europe has been ^med 
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concluded with a survey of the general position of Indian 
exports in their principal markets. 

The Place of Indian Exports in Principal Markets 

The following table shows the relative importance of India 
as a source of supply for certain countries in Europe, the 
United States and Japan 

Table XV 


Pfrantage Share of India of impotts into Certain Countries 


Onintry 

• T 

1929 


>932 

>933 

«‘)34 

•935 

1936 

>937 

United Kingdom 

5 *» 

4*3 

46 

5'5 

5-8 

54 

6*1 

■M 

Cfcrmany . , 

. 4-8 

4*2 

1 3*4 

37 

3 

2*9 

i 3'4 

3 > 

France* 

• 4*7 ^ 

2-8 

1 2.^ 

2-8 

2*3 

2 '9 

i 3 *» 

2*7 

Belgium 

2 • 5 

1-8 

1-8 

2*4 : 

2*5 

2-9 

1 ^8 

3'5 

Italyt 

5 4 

4 * * 

3*7 

4 

4*6 

3*1 

1 2* 2 

3*6 

Netherlands 

J *9 , 

1 *6 

>•3 

*•4: 

1 *6 

1 *3 

1 *6 

2 • 2 

lapant 

• *3 1 

10*8 

8*2 

10*7 1 

12'8 

1 >2*5 

13-6 

12 

U.S.A. 

• 3*4 

2*8 

2*5 1 

3 : 

' 1 

3 3 

^ 3 * 

2*9 

34 


* From I934> inclusive, country of origin ; previously, country of consignment. 
From 18 February excluding the Saar, 

t India, including Ceylon. 


It appears from the above table that from 1929 to 1932 
India lost much ground to her rivals in all her important 
markets, that since 1932 she has regained much or all of her 
lost ground in Japan, the United States, Belgium and the 
United Kingdom, but has suffered what appears to be rather 
a permanent recession in Germany, Fxance and Italy.* 

It may be useful to recapitulate at this point the broad 
conclusions of a few comparisons instituted above in respect 
of the general position of India’s export trade. It was noted 
at the end of Chapter II, 2 that the relative share of India of 
world export trade has made appreciable improvement since 
1932 (from 2 76 per cent to 3 -19 per cent in 1936 and 3-07 
per cent in 1937), but that the earlier decline in that share 
since 1929 {3-56 per cent) has not been wholly made good. 
A comparison of the export trade of India with that of the 
British Overseas Empire, which is generally in a similar stage 

• fnlernaliotuil Tradt StatisUcs, 1934-6, Summary Table (a). 

» Though the position was obscured by the imposition of ‘ sanctions ’ against 
that country m connexion with the Italo-Abyssinian War, from 18 November 
1935 ‘o 15 July 1936. 
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of economic development, showed a parallel advance in 
both from 1932 onwards : the relative share of India of the 
trade of the whole Overseas Empire has accordingly remained 
more or less constant (at a little over one-fifth) since that year. 
But here, again, the pre-depression proportion (nearly a 
quarter) has not been attained since. The relative impor¬ 
tance of India as a source of supply for the United Kingdom 
market is greater now than ever before : she supplied 6- i per 
cent of the imports in 1936 against 4-2 per cent in 1932 and 
5-1 per cent in 1929. But the improvement in India’s 
position has not been quite as marked as in the case of other 
Empire countries compared with 1929, though it has been 
greater since 1932 : India's share of the Empire’s proportion 
of United Kingdom imports was one-sixth in 1936 against 
one-fifth in 1929, but less than one-seventh in 1932. It 
appears, now, that the main explanation of the continued 
relative recession in India’s export trade since 1932 is her 
failure to regain her former position in some of the principal 

European continental countries such as Germany, France 
and Italy. 

The decline of India’s trade with Europe was due to self- 
sufficiency, or a regrouping of trade relations of European 
states, or both ; it largely occurred through the working of 
economic and commercial policies under State direction, 
though in turn .sometimes shaped by forces beyond State 
control. A reference to the main results of such policies in 
one or two principal countries on the Continent will roughly 
indicate to what extent the actual decline of India’s exports 
to them was inevitable or avoidable, and how far, again, 
a judicious trade policy on this side may help to ameliorate 
the unsatisfactory state of trade. A brief description is, 
therefore, given of the effects of certain aspects of recent trade 
policy in Germany and France, which, next to the United 
Kingdom, constitute India’s chief markets in Europe, and 
where the injury to her export trade has been most serious. 

3 - Trends in Commercial Policy : Germany 

Dulining Share of Europe of World's Import Trade 

At the outset, it might be observed that the share of Europe 
of the world’s import trade steadily declined after 1932, 
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falling from 58 per cent in that year to 56-2 per cent in 
1935 ’ The trade of Europe has been specially handicapped 
by restrictive measures like quotas, exchange restrictions 
and clearing arrangements.* 

Now, ‘ a great part of the decline in European imports of 
raw materials from overseas is accounted for by developments 
in Germany and the reactions of those developments in other 

countries 

It is not possible or necessary here to give a detailed account 
of such developments. The intensification of agricultural 
protection in Germany with the advent of the Nazi regime 
early in 1933 > the crisis in Germany’s balance of payments 
as a result of a serious fall in her exports, particularly of manu¬ 
factured goods, and relative stability of her imports, with an 
actual increase in raw material imports ; the exhaustion of 
free foreign exchange, default in external debt service, and 
accumulation of commercial claims ; the consequent institu¬ 
tion of clearing agreements and regulation of trade on a com¬ 
pensation basis ; the stringent restriction of imports under the 
‘ New Plan and attempts to push German exports by direct 
subsidies and disguised depreciation of the mark in order 
to recreate the indispensable export surplus—have been the 
most significant among the scries of developments that have 
brought about vast changes in the methods, the mechanism 
and the channels of German trade. 

Direction of Germany's Trade : Bilateralism 

India’s trade with Germany has also been affected by the 
far-reaching changes in the direction of German trade. 
Outstanding among such changes has been the tendency 
of Germany’s trade to flow more and more along bilateral 
channels. Germany had normally an export surplus in her 
trade with Europe as a whole, but an import surplus with 
overseas countries. Until 1935, the favourable balance with 

* In 1936 and 1937, it was 56 4 and 56-a per cent rapeclivcly. , . , 

* Indeed^ the policy of quantitative rcstrictiona like quotas made relatively 
small headway beyond Europe and it was estimated that of the total trade of 
all countries practising exchange control in merchandise transaciionsi more ^h*^ 
two-thirds was accounted for m 1935 by European couniri« {Rtview qf Wotld 
Tradty i935» p* 19)* Fof the rest, mainly the South American countries were 
responsible. 

i World Economic Smvryy I 934 * 5 » p- t 66 . 
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Europe as well as the unfavourable balance with overseas 
countries contracted. Imports from Europe increased, exports 
to Europe contracted. Imports from overseas countries 
decreased, exports to them increased. The tendency to 
decline in the unfavourable balance with the Overseas Empire 
continued in 1936, but was reversed in 1937, when the strong 
demand of Germany for overseas raw materials reasserted 
itself and swelled the unfavourable balance. The corre¬ 
sponding trend to decline in the export surplus with Europe 
was also reversed in the last two years. 

Table XVI« 

Disiribution pf Crmuin Tiadt 
(KM. millioru) 


Europe 



«933 

1 

•934 

»935 

1 1936 

1 

1 *937 

Imports . 

“Poru . 

Balance of exports 

1 2*28 
3-8 

1 *52 

2 56 
3 t 9 

•63 

2 47 
306 

•59 

* 

2 - 53 

3 - 38 

-85 

H 

(P. 

Imports . 

Exports . 

Tcentage 

of Total) 

59 

78 

1 

62 

73 

60 

7 * 

56 

69 

Ovcncas Countries 


«933 

«934 

'935 

•938 

'937 

Imports . 

Exports 

Balance of imports 

I *91 

1 *07 

•85 

1 *88 
*98 

•9 

1-68 

t* 2 t 

•47 

1 -69 

'•39 

•3 

2*41 

t ’Ol 

•6 

(P< 

Imports 

Export. 

tcentage 

46 

22 

of Total) 

41 

22 

38 

27 

40 

29 

44 

3 ' 


* Department of Overseas Trade : Ribori on Economic Conditions in Germany, 
J936, p. 164 ; Rgoiew of World Tr^, i 937 » PP* 67-® 5 InUrnational Trade 
Statistics^ ^ 934 ^> 
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Another significant development in the distribution of 
German trade—also a reflection of the trend to bilateralism— 
is the striking increase both in exports to, and imports from, 
countries of south-eastern Europe and Latin America, with 
which Germany has entered into clearing and compensation 
agreements. 


Table XVII 


Gfrman Tradt with South^tasitrn Europe and Latin Am/rua 





RM. millions 

Percentage 



1 

1 

mi 



'934 



Imports from : 


1 

1 




1 1 


Latin America 

% • 

1 

• • 4 « 

468 

57B 


10*9 

*37 

16*8 

South-eastern 

countries)! 

Europe 

• • 

(six 1 

' 3«6 , 

505 

672 

7-1 

12*0 

t 2'3 

Exports to : 



k 






I^tin America 

, , 


267 

5 >' 

663 

6*5 ' 

10*8 

11*2 

South-eastern 
countries) f 

Europe 
• % 

(six 

• • • 9 

222 

457 

GCj 

5‘3 

9*5 

m 


* IncrCiiscd cereal imporU from ihe Argentine accounted for the exceptionally 
large increa 5 e of importi in 1937. 

t Bulgaria* Greece, Hungary, Roumania* Turkey, Yugoslavia. 


A few observations arc suggested by the foregoing analysis. 
The inward balances with raw material supplying countries 
which have no/ concluded clearing agreements with Germany 
have been axed universally and indiscriminately. On the 
other hand, imports from countries which have entered into 
such agreements with Germany have increased. But the 
increase of imports has been accompanied by an increase 
of German exports to them. In cither ease, there has 
been a tendency to reciprocal balancing of imports and 
exports.’ 

Drive for Autarchy 

For the rest, Germany’s drive for economic autarchy must 

’ The Indian Trade Commissioner in his Report for 1936-7 arrives, after an 
instruclive analysis, ai the conclusion that so far as regards the balance of trade, 
* Germany's trade with British India, too, appears to nave followed more or less 
the same course as her trade with non^Eurowan countries with which she has 
clearing and payment agreements /—Indian Tradi Journal^ lo March 1938. 
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be reckoned with. Her bid for securing independence 
in respect of raw materials essential for industry’ or military 
defence found decisive practical expression in the Four-Year 
Plan for self-sufficiency, announced at the Nurcmburg 
Congress in the autumn of 1936.' Self-sufficiency is 
the solution of Nazi Germany for the serious problem 
of her balance of trade: it appears, indeed, that not 
only political and strategic but essentially economic con¬ 
siderations also, underly her present trend towards 
insulation, which, at least in origin, was not entirely 
of her choice. How marked this trend has been appears 
from the fact that the quantum of Germany’s import 
and export trade had shrunk by 1936, when the quantum 
of world trade was 86 per cent of its 1929 level, to 64 and 
59 per cent respectively.* 

Though important difficulties remain to be overcome on 
many sides, ‘ it can be said that the German policy of self- 
sufficiency is meeting with considerable success—at least as 
far as the technical side of it is concerned But the economic 
cost will doubtless be heavy and should by itself tend to per¬ 
petuate schemes of self-sufficiency.^ There is, however, a more 
hopeful view of the future of trade policy in Germany : ‘ Quite 
definitely, it is not the aim of the Four-Year Plan to effect 
economic isolation for Germany. On the contrary, the 
intention is, once the necessary foundations for safeguarding 
the barest necessities are firmly established, Germany is to 
participate, at least to the same, if possible to an even greater 


ouii!H« .. object of this Plan to render Germany mdependeni from 

on textiles and oil and lo reduce to a minimum her dependence 

evf>rv ^ mculs, iron ore and rubber. In pursuance of this objective, 

w being made to speed up the production of artificial or synthetic 
i^jj these commodities by State subsidies and control of industry, 

use of regeneration processes to minimize waste. Also, ihe 
of agriculture is being pushed noticeably in respect 

*937 ^be quantum of world trade improved to 97 per cent, and of German 
and ^p<m trade to 75 and 69 per cent rcspccuvcly. 

D ifip February 1937, * Results of Four Years of National Socialism 

tohav ^c*pcct of agriculture, the policy of self-sufficiency docs not yjpear 
of ^ attended with a noteworthy measure of success, cf. Q^tarUrly Journal 

May 1938, article by Frieda Wunderlich on ‘ Germany’s Defence 
Decay of Capitalism ’; * After five years of autarchic policy 
JP uoucuve capacity of agriculture has b<«i seriously unpaired and dependence 
on foreign supplies has in^eased.’ ^ ^ 

A second Four-Year Plan lias since been announced. 
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degree than before, in international commodity exchange. 
Independence is the goal, not self-sufficiency. ’ 

The actual trend of events offers small warrant for the hope 
expressed in the above statement. The recent widening of 
the political and economic frontiers of Germany* will make 
for greater economic insulation. It marks an advance in 
the direction of economic penetration of south-eastern Europe, 
which remains a constant objective of German policy : 
Germany’s twofold aim is to increase her self-sufficiency in 
primary products and to foster her manufacturing industry 
on the base of the agricultural East as a kind of hinterland.’ 
Control over the resources of south-eastern Europe could 
make Germany self-sufficient in respect of such commodities 
as cercab, tobacco, timber, skins and leather, besides others, 
and give access to substantial quantities of metallic ores 
(including manganese ore), fats (oil-seeds) and textile fibres 
(cotton and wool). It is most unlikely that Germany should 
be deflected from the pursuit of her present goal—whether 
she succeeds in attaining it is a matter apart—by any tempor¬ 
ary prospect of obtaining raw materials from a source that 
might prove inaccessible in the event of war. Here, then, 
is a serious threat to the future of India’s export trade with 
the whole of middle and eastern Europe. It may not fully 
materialize. But, at any rate, so far as present indications 
go, there appears little likelihood of gaining any large addi¬ 
tional market for Indian exports in that area in the near 
future. 


4, The Course of Indo-German Trade 

The following table shows the course of Indo-German trade 
during tlie last ten years.* 

* Commmit 9 July 1958, article by Dr W. Hoffman^ Hamburg General Manager 
of the Hamburg Amenca Line» on * Germany and the World Trade \ 

^ Following the Ans<hl%m with Austria and Sudetenland in March 193^ 
October 1930 respectively, Germany has more or less incorporated Bohemia, 
Moravia, Slovakia and Memelland into the Reich and in Majxb >939 con* 
eluded an economic agreement of extensive scope with Roumania. 

3 ' It has been cstinutted that east European countries could provide somethin 
like 50 per cent of ^nnany’s in^rt requirements in raw materials/— EccnomisU 
5 November 1938, article on * Germany’s Trade Offenrive \ 

^ Department of Overseas Trade : Rtpori on Eoonomiff Conditions in Csrrruupff 
to June 1934, p. 106 ; ibid«, to March 1936, p. 261 ; Initmaliond Trads Statistics, 
1936- 
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Table X\ III 


Course of InJo^Getman 'hade (German StMisiies)^ 

(KM. rniHioii>) 



. 1928 

« 93 ' 

>935 

1 1936 

>937 

Imports into Germany from India 

Exports from Germany to India . . 

Balance 

711 

1 

223 

, 281 

, ( 4 - 3 %) 

1 *58 

121 

( 2 - 9 %), 

III 

142 

(34%) 

122 

IG9 

( 3 -«‘fo) 

' 148 

-488 

' "“123 

—10 

1 — «o 

- 21 


Count of Indo^Crtman Trade {Indian StatisticsY 

(R$, cfor«) 



1928«^ 

1931*2 

• 

* 935-6 

1936-7 

1 

! « 937-8 

Imports into India from Germany 
Exports from India to Germany . . 

15-8 

32-5 

10*2 

10*4 

12*3 

90 

1 

m 

* 5*3 

9*8 

Balance 

• • • • • « 

+ i6-7 

I +0*2 

m 

tm 

m 


A study of the course of Indo-German trade during the 
last decade, especially the last five years, reveals a highly 
unsatisfactory situation for India’s export trade with Germany, 
^e result is, however, quite in keeping with the developments 
in German trade and trade policy outlined above. 

According to German figures, Germany’s large import 
surplus in her trade with India (RM. 488 millions in 1928) 
has almost vanished (being only RM. 10 millions in 1935). 
Imports from India in 1935 (RM. 121 millions) were only 
one-sixth of what they had been in 1928 (RM. 711 millions) : 

f A certain ducrepancy between Indian and German staiuUcs is apparent 
tabla given above. For instance, during the last two years included in 
import balance is shown both for Germany and for India according 
Oerman Indian statistics respectively. The explanation of the soinewliat 
disclosed by the above figures lies in the difl'crcnce in the system 
.• trade statistics in India and Germany. Under the system of registrar 

n m India imports and exports are credited to the country of consignment, 

' ^^^ctivcly the country from which they are received or to which they arc 
ifot u* P“' without interruption of transit except in the course of 

nipment. On the other hand, the returns of Germany show the actual 
r>f ^ngm and the ultimate destination of goods. Thus large quantities 

and P goods, which arc nominally exported from India to Dutch, Belgian 
irench pom to save freight, find ihcir way to Germany and are shown in 
erm^ statutics as derived from India. See Icilcr dated 8 October 1935, 
f of India to the Indian Merchants' Chamber in the Annual 

• 'vu f ^ ^Chamber for 1935, p. 334. Abo see Ccpitalf 20 June 1935, a note on 
Indo>German Trade balance 
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German exports to India were in the meantime reduced by 
only one-half (from RM. 220 millions to RM. m millions). 
Almost an even balance has thus been brought about between 
commodity trade in either direction.' This is mainly due 
to the fact that from October 1934 to February 1937, trade 
between India and Germany was almost entirely conducted 
on a barter basis in accordance Nvith regulations laid down 
by the German Government.* 

In the light of the above survey of the motives, methods 
and effects of German trade policy, the decline and dis¬ 
appearance of India’s export surplus with Germany would 
appear to have been largely unavoidable. A good clearing 
agreement with Germany might have retarded the decline 
of India’s export trade, but the quick contraction of the 
favourable balance was part of a general tendency, the 
necessary incident of the bilatcralization of trade. The 
exports could in effect have been sustained only by giving a 
fillip to imports, which might have raised problems of its 
own. Any plan for the promotion of trade with Germany 
must be conditioned by the underlying circumstances which 
have been indicated above. A relaxation of the comprehen¬ 
sive control of trade in that country could alone provide the 
basis for an expansion of trade more nearly on the old scale 
and on the old lines. 


5. Trends in Commercial Policy ; France 

Growth of French Colonial Trade 

An important aspect of French trade policy has been the 
principle and practice of very close trade relations bet>veen 
France and the French Overseas Territories with a view to 
fostering the economic unity of * Greater France Among 

^ The sUuauon appears all the more serious according to Indian statisti€s» 
which actually show a growing import balance^ but Indian statistics in thb 
respect arc not strictly reliable as has been shown in the last footnote. 

* The foreign exporter wishing to trade with Germany could exchange his 
commodities with German manufactured goods at a ratio which depended on 
whether the goods were classified in Germany as * essential ^ or * non-essential * 
imports. Goods falling under the former category could be imported against 
German exports at a ratio of i : i and under the latter at t : 3. Since 
33 Febniaiy 1937* transactions between Germany and India have been 
restored to a cash basu» but the import trade is still subject to the same 
strict control by licence. 
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the factors that recently reinforced this tendency were ‘ the 
shrinkage offoreign markets, the more intense sense of economic 
nationalism, the calling together of the Ottawa Conference 
of the British Dominions for considering closer trade tics 
'vith the United Kingdom 

The effect of this policy is reflected in the follo^ving per¬ 
centage figures of French trade witli the Overseas Territories.* 


Table XIX 

Ptritniage of l und, Overseas Territories in French Trade 



1922*6 

1929 

\ ‘ 93 > 

\ «932 

i «933 

•934 

% 

»935 

11936 

'937 

Imports into 
France 
Exports from 

10*8 

12 

> 4-7 

) 

20*9 

1 

1 

! 33-7 1 

1 25-3 

« 5-7 

CD 

24*4 

France 

14*6 

i8-8 1 

24 

^ 4 

3'-5 

3*-4 

1 

309 

31 -6 

33-2 

28*3 


* 93 ^ there was a striking and continuous advance in 
the share of the Overseas Territories of French trade, especially 
marked in the first two years of falling prices and general 
currency chaos. In 1937 there has been a decline in this 
share. The earlier increase was not, indeed, entirely due to 
Imperial economic policy, but was partly the reflection of 
special currency and customs relations between the French 
home and overseas territories, which came to an end with the 
epreciation of the franc in September 1936.^ 

Interesting and important changes can be observed in 
t c commodity composition of French trade with the 
Uolonies shown overleaf.^ 

^ A look at the figures relating to the composition of French 
imports from Colonies (B) shows that they are made up of a 


Overseas Trade : Report on Economic Conditions in France, 

lOQfi n ^ Tradi Jotanaly 14 March «935» p. 454, 13 February 

tu Economic Society Memorandum February 1937, p. 6 ; 

I * 7 • 1937, p. 40. 

of fallin increase in this {French inCer^Imperial) trade during the period 

of trosA^ market prices was not wholly due to a quantitative redistribution 

terrifft^;* ^^rtain extent to the fact that the partial assimilation of these 

the French Customs area had permitted Uic application of higher 
wan in trade with foreign countries /—Review of World Trade^ 

Grover Clark^ The Balance Sheets of Imperialism^ *936, p. 88, 
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Table XX 

French Imports from Colonies hy Groups of Commodities 


1 

1 

A 

Percentage of Class Total 
Imports from Colonies 

B 

Percentage of Colonial 
Total Imports by Class 

Average of 

1929-33 1 <934 

1 Average of 

1 <929-33 1 <934 

Foodstuffs 

43 a 

, 63 

78-7 

8 o -8 

R«nw materials ami 



1 


partly manufactured 





good.s 

5-8 

9 

>9 5 

17-7 

Manufactured goods .. 

'•4 

9 ’ 1 

1 *8 

1-5 

'Fotal 

155 

25*2 

100 

1 

too 


small and stationary proportion of manufactured goods, a 
fair but relatively declining proportion of raw materials, and 
a predominant and increasing percentage of foodstuffs. Again, 
a reference to the sources of origin of imports of foodstuffs (A) 
shows that a large and increasing proportion of them arc 
derived from the Colonics. The same is not equally true of 
raw materials. Imperial self-sufficiency for France may 
be near in respect of foodstuffs; it is remote in regard to raw 
materials. 

In so far as closer connexion with the Colonies is responsible 
for any loss to Indian trade with France, a modification of 
French Imperial economic policy as a result of a fundamental 
revision of attitude towards the dependent Empire jointly 
with the United Kingdom and other powers appears to be the 
only practicable line of alleviation.’ 

French Quota Poli<y 

Probably the most important aspect of the recent commercial 
policy of France relates to developments of the import quota 
system.* This is not the place to follow out the ramifications 
of that system. It may suffice to record the conclusion based 
on a careful study of its working that it has not on the whole 
involved dberimination against Indian exports.’ 

’ Sec below Chapter X, 

^ A dear account of the evolution of this system through its various stages 
until 1935 is given in F. A. Ha^t, Fyench QyoUis^ ^ 935 i Chapter L 

3 See Report of the Indian Trade Commissioner at Hamburgh < 935*6 ; abo 
Ghosh, op. dt., p. 93. 
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6. The Course of Indo-French Tr^\de 

The following tables show the course of Indo-French trade 
lor a number of years. 

Table XXI 

Count oj Indo^hrtnch Trcd^ 


A. Frtnth Trade with India 



i 

I *9*9 

! *931 

>934 

1 1936 

1 >937 

Percentage of Imports 
from India 

Percentage of Exports 
to India 

1 4-7 

1 

A 4 ^ 

1 

1 a -8 

' 0-8 

a-3 

1 1 

3-> 

a-7 

Imports as multiple 

0 9 

0-5 

0-4 

0-5 

of Exports 

6*1 

4-8 

5-8 

ii-i 

9'8 


B. /ndwn TratU with France 



relating to 

Indo-French trade is the high multiple which French imports 
om India form of French exports to India (or Indian exports 

Indian imports from France). This largely 
ofVnV'^* character of trade explains the innate weakness 
incua s position in any attempt to secure an expansion of 

^ reciprocal bUateral 
which emerges prominently from the 
wuiTp rs the great decline in India’s export surplus 

it^ France from over 12 crores in 1929.30 to less than 4 crores 
^ ^ result of contraction in about equal proportion 
oth exports and imports. Since 1934-5. there has occurred 
^ appreciable increase in the export surplus due to a further 
on^acbon of imports and a large increase of exports, 
ncidentally, the high ratio of exports to imports has become 
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still higher : India’s power to bargain for ‘ definite ’ advantages 
in the French market has been further seriously impaired.* 

The occasion for the exercise of India’s bargaining power 
in respect of trade relations with France, or the need for a 
trade treaty with that country, arises out of the fact that 
Indian exports arc subject there to the maximum tariff, 
which is normally applicable in the absence of agreements 
to the contrary. There could be no more fruitful line of 
approach to the problem of developing Indian trade with 
France than the conclusion of a reciprocal most-favoured¬ 
nation treaty that might make Indian exports eligible under 
the minimum tariff. If at all found possible, this would 
involve, on the Indian side, reduction of the scope as well as 
margin of preference for the United Kingdom, which might 
in turn involve a reduction of both the general and preferential 
tariffs, in respect of certain goods in which France is specially 
interested. 

Given the course of Indo-French trade in the past, an 
increase of trade between the two countries may be expected 
to stimulate Indian exports to France more than French 
imports into India. A liberation of trade between the two 
countries, not on a strictly reciprocal, but on a general basis, 
should yield really satisfactory results, and is, therefore, 
much to be desired. 


* Thu applies particularly to i936«7. In 1937*8 the position reverted to 
much the same as it was in 1934*5. 



Chapter IV 

ANALYSIS OF PREFERRED EXPORTS : 
GROUPS OF COMMODITIES 

I. General 

HAvmc examined the factors bearing on the export trade 
and Its distribution among important customers during recent 
years, wc may proceed to make a more minute study of the 
effects of the preferences. Commodities enjoying preference 
in the Umted Kingdom are considered first. An examination 
of non-preferred commodities will be made at a later stage.' 

The extension and development of export trade is the most 
general dm of tariff or trade treaties. It was the avowed 
^ject of the Indo-British Trade Agreement concluded at 
Ottawa. Only a few observations on the criteria for a success¬ 
ful agreement are, therefore, necessary. A trade agreement 
between two parties which involves discrimination on either 
side in favour of the other and against all non-agreement 
countries, by the exchange of reciprocal tariff preferences, 
like the Ottawa Agreement between the United Kingdom 
and India, would naturally tend to stimulate their trade with 
one another relatively to their trade witli other countries. 
Jn the case of such an agreement, however, an ‘ extension and 
development of the export trade * of one country, say A, 
would really be secured if there were not only an increase 
m lu exports to the other country, say B, but if a rut increase 
in s exports took place, after allowing for any incidental 
reduction of exports to third country markets. Now, for one 
capacity of third countries to take A’s exports 
may^ be reduced, because their own power to export is 
restneted by the double discrimination against them in A 
^n in B. And, secondly, in so far as their own exports 
compete directly with A’s exports, the competition with the 

attcr Mil be the intenser for the discrimination against third 
counmes in B’s market. 

This task of estimating the rut increase in trade which may 
e specifically assigned to one out of many, varied and complex 

' See below Chapter VI, a. 
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factors bearing on trade during a period is difficult at any 
time. During a period like the quinquennium 1932-6, 
it becomes all the more difficult, since the equilibrium of other 
factors that conditioned trade was constantly shifting. 
Nevertheless, a detailed analysis should help to assess approxi¬ 
mately the relative importance of various factors in the case 
of particular commodities and make possible certain broad 
conclusions as to the effects of the preferences on the whole. 

Basis of Classification of Preferred Exports 

The preferred commodities’ may be classified into four main 
groups (with a fifth miscellaneous one) according to the 
relative importance of competition from the Empire and 
foreign countries in the United Kingdom market. Thus, 
the four classes would broadly be composed of commodities 
in respect of which there existed before the grant of preferences 

(1) little competition from within or outside the Empire ; 

(2) little competition from within tlie Empire, but strong 

competition from outside ; (3) strong competition from 

within the Empire, but relatively little competition from 
outside ; and {4) strong and intense competition from within 
as well as outside the Empire. On this basis the preferred 
articles are grouped thus :—Group 1 : jute manufactures, 
tanned hides and skins, coir yarn and mats and matting, 
teakwood, castor seed and raw goatskins ;* Group II : 
rice cleaned and whole, linseed, paraffin wax, woollen carpets 
and rugs, bran and pollard and rice meal and dust, and oil-seed 
cake and meal ; Group III : tea, ground-nuts and pig lead ; 
Group IV ; tobacco unmanufactured as well as manufactured, 
coffee, spices, pulses and beans,* vegetable oils, and bones 
and manures ;* and Group V (miscellaneous] : wheat, barley,* 
cotton yarn and manufactures, magnesite, granite sets and 
kerbs, other hardwoods, sandalwood oil, and miscellaneous 
food grains.* 

* Besides preference» the Agreement provided for the admission into the United 
Kingdom tree of duty from ^1 sources of shellac, seed lac and stick lac, raw jute» 
mvrobalans, broken rice, mica slabs and tpIitUr^ and Crotahria juncM and any 
other varieties of Indian hemp that could be dbtinguished. See Postscript. 

^ The preference is not included in any of the Schedules to the Amement, 
but accrues under Article t, which guarantees free entry into the United Kingdom 
after 15 November of such Indian commodities as were free of duty by 
virtue of the Import Duties Act, 1932, 
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In the case of the first and fourth groups, the scope for 
increase of exports to the United Kingdom was relatively 
small. A near outer limit was set in the case of the first 
group by the limited capacity of the United Kingdom market 
compared to total exports from India. In the last case, it 
was the smallness of the total Indian exports relatively to the 
size of the United Kingdom demand (indicative of tlie com¬ 
parative weakness of India’s position), which set limits to the 
possible increase. The scope for expansion of exports was 
largest, and the conditions were prima facie most favourable, 
in reprd to the second group, while the consequences of 
Inca’s exclusion from the preferences were likely to be most 
serious for the third group of commodities. 

2. Group I : All Commodities 

For all the commodities included in Group I except raw 
goatsldns, in 1931 India was by far the most important 
supplier to the United Kingdom market within the Empire. 
She constituted practically the sole Empire source of supply 
for castor seed and coir mats and matting.* The preference 
was, therefore, little shared by other Empire countries. 

India’s position in respect of this group of commodities 
w^, however, strong also against foreign countries. So that, 
with little serious competition to face either from within or 
outside the Empire, she was in a strong situation to seize the 
small additional market available by replacing foreign 
imports. 

The table overleaf gives the broad origin of total United 
Kingdom imports of commodities in this group. 

It appears fi-om this uble that total United Kingdom 
imports fell sharply in 1932, recovered inappreciably up to 
*935 ^ttd advanced phenomenally in 1936 to a level above 
that of 1931, Imports from India formed nearly 73 per cent 
of the toul in 1931. They declined relatively less than foreign 
imports in 1932, and their proportion accordingly went up 
to over 85 per cent. Thereafter, a steady improvement in 
the absolute volume as well as the relative share of imports 

Coir fibre is imported in substantial quantities from Ceylon and there is some 
cotr yam also from that country, but United Kingdom imports 
I coir mau and matting are almost all from India. 
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Table XXII 

UniUd Kingdom Imports of AH Articies in Group I 

i£ milHons) 


From 
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«933 1 

m 

'935 

f~ ■ 

1 

! '936 

India 

6-77 

6*17 

' 6-34 

6*52 

6*61 

9 -36 

Otlier Empire 
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• 6 

1 

•43 , 

■43 ; 

'44 

•42 

i -45 

AH Empire Countries. . 

! 7*37 

6*6 1 

1 6*76 

6*96 

7 03 

9*81 

Foreign Countries 

1*95 

•62 ' 

•47 ! 

1 

•42 

•45 

•68 

1‘oial 

9-32 

7*22 

723 1 

7 38 

7-49 

10*49 


Percentages 


India 

Other Empire 
Countries 

72*6 

1 

1 6*4 

85-4 

7-4 

87-7' 

1 1 

' 5*7 1 

88*3 

5-9 

: 68-3 

1 

1 

5-7 

89*2 

4*3 

All Empire Countries. 
Foreign Countries 

1 79 

21 

92*8 

7*2 

1 

93*4 

G (> 

94 2 
5-8 


93-5 

6-5 

Total 

1 

too 

100 

100 

100 

too 

1 

too 


from India set in. By 1935, they had risen to over 88 per 
cent of the total imports and in 1936 became 89 per cent 
of imports from all sources. The share of other Empire 
countries was throughout small and latterly somewhat declin¬ 
ing. The largest part of India’s gain was at the expense of 
foreign countries which lost heavily, their share being reduced 
from 21 per cent in 1931 to 7-2 per cent in 1932, and 6*5 
per cent in 1936. 

It will thus be observed that after five years of working of 
the preferential duties both the absolute volume and propor¬ 
tion of imports from India had improved appreciably. Most 
of the relative improvement occurred in 1932, at a time of 
declining trade. The entire absolute increase took place in 
• 93 ^» ^ time of rapidly improving demand : the already 

established position of India in the United Kingdom market 
enabled her to have the major share of the advantage of this 
improvement in demand. 

The following table shows the course of exports of all 
articles in this group from India. 
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Table XXIII 


Indian Exports of All ArticUs in Group I 
(Rs. crores) 


To 

1931*^ 

1 1932-3 

» 933*4 

1934-5 

n 

'936*7 

United Kingdom .. 
Other Ccunthes 

8*82 

24*92 

7-79 

23-38 

9 05 
23 * 92 

8 39 

23-3 

9 29 

26 03 


Toul 

33-74 

Da 

' 32-97 

31-69 



United Kingdom, 

• 




i~ ■ - — • 


per cent 

a6 

25 

27 

s 6 


sd 


The Indian exports to all countries of articles in this group 
were valued at Rs. 33I crores in 1931-2, 35^ crores in 1935-6 
and nearly 41^ crores in 1936-7. Exports to the United 
Kingdom meanwhile increased from 8*8 crores in 1931-2 to 
9*3croresin 1935-6, and further to 11 • 7 crores in 1936-7. The 
proportion of exports taken by the United Kingdom was 
26 per cent in 1935 "® i93i"2. It improved 28 per cent 

in 1936-7, owing to a relatively larger increase in exports to 
the United Kingdom than to other countries. 

No phenomenal advantage was expected to flow from the 
operation of the preferences in this group of articles. Indeed, 
since nearly three-quarters of Indian exports find a market 
outside the United Kingdom, the preference to Indian goods 
m that country, by excluding rival supplies, should intensify 
competition elsewhere and the consequent loss should neutra¬ 
lize the gain made in the United Kingdom. This statement 
IS not ordinarily open to question. However, its truth is 
necessarily qualified in the present state of commercial policy 
in the world. As things are, that part of the increased exports 
of Rs. 2*5 crores to the United Kingdom which was due 
to the preference could not have been completely offset by 
inadenuU losses in other countries. The preference would 
remain a real advantage so long as foreign markets arc hedged 
about by restrictions and access to them is regulated by special 
and exclusive treaties. The uncertain outlook of world markets 
naturally puts a premium on an assured outlet for a sub¬ 
stantial proportion of the export trade. 
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3. Group II ; All Conimodities 

The second group is comprised of rice cleaned and whole, 
linseed, paraffm wax, wooUen carpets and rugs, bran and 
pollard and rice meal and dust, and oiLsced cake and meal. 
In regard to all these commodities, India has to face little or 
no competition from the other Empire countries in the United 
Kingdom market. But the imports from foreign countries 
were quite substantial before the grant of preference. Prima 
facte, therefore, there was appreciable scope for expansion of 
imports from India to replace foreign imports. Also, the total 
exports of these commodities from India arc much larger than 
exports to the United Kingdom (except in the ease of woollen 
carpets and rugs, and bran and pollard, of which the greater 
part are sent to that country'). This made the prima facie 
possibility a strong probability. 


Tahi.e xxi\' 

Vniud Imftotli of AK .‘Utiefes in Ctouf* II 


(£ millionit) 


From 

» 93 > 1 

1 

1932 1 

«933 

>934 1 

1935 

1936 

India 

a 63 ! 

2*6 

406 , 

4-9 

, 4 09 

6*52 

Other Empire 
Countries 

1 

*11 

1 -59 i 

1 

1 -43 ! 

1 

•63 

1 

i '53 1 

, *37 

All Empire Countries 

' 2-74 

i 3->9 

' 4-49 

5-53 

4*62 

6*89 

Foreign Countries .. 

1 808 

‘ 7 - 9 ' 

4-59 

465 

i ^‘3 1 


Total 

10*82 

t 

\ 1 t * 1 

s 

g*o8 

to* 18 

] 10*92 

12*04 


Percentages 


India 

[ 

24 

24 1 


48 

37 

54 

Other Empire 
Countries 

1 

1 1 
1 

5 

1 

1 

5 

6 

5 

3 

All Empire Countries 

25 

29 

50 



57 

Foreign Countries .. 

75 

7 « 

50 

58 

43 

Total 

100 

too 

ICO 

100 

too 

too 


Total imports increased moderately from ;^io*8 millions 
in 1931 to £12 millions in 1936; imports from India 
increased remarkably from £2*6 millions in 1931 to 3^4*1 
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millions in 1935 and ;^6-5 millions in 1936; imports from the 
rest of the Empire went up from 12,000 in 1931 10^(^529,000 
in 1935 but dropped to ;(j366,ooo in 1936 ; imports from 
foreign countries declined from £^ \ millions in 1931 to 
I millions in 1936. 

The relative share of India was 24 per cent in 1931, rose 
rapidly to 48 per cent in 1934, receded in 1935 and shot up 
again in 1936 to 54 per cent of the total imports. The inappreci¬ 
able proportion contributed by the other Empire countries 
rose from i per cent to 5 per cent in 1932 and dropped to 
3 per cent in 1936. The foreign countries lost where India 
gained : their percentage share fell from 75 to 43 per cent. 
Most of the relative and absolute improvement in imports 
from India was due to the exceptionally low imports of linseed 
in 1931 and their unprecedentedly high level in 1936. An 
increase of considerably over a million pounds, however, was 
distributed in greater or less degree over other commodities.* 
The increase in Indian exports to the United Kingdom 
appears equally remarkable according to Indian statistics. 


Table XXV 

Indian Exports of AU AriicUs in Croup // 
(R5. crora) 


To 

I93*< 

1932-3 

« 933*4 

>934-5 

>935-6 

>936-7 

United Kingdom 

Other Countries 

2*8t 

21*76 

2-59 

17-38 

4-67 
'5 25 

4-73 

> 3-93 

467 

1403 


Tout 

* • •« 

* 4-57 

« 9-97 

19 92 

18 66 

i8* 7 

2t *99 

United Kingdom, 
cent 

ra 

’3 

*3 

I »s 

^5 

34 


^ Total exports of these commodities declined from 24 J crorcs 
^ J93J‘2 to 20 crorcs in the next year and further to i8| crorcs 
*** * 934 ' 5 ' They revived to 22 crorcs in 1936-7. Most of the 
earlier decline occurred in exports to countries other than the 
United Kingdom, most of the later revival, in exports to the 
United Kingdom. Indeed, after 1932-3, exports to the United 
Kingdom have been increasing all along ; up to 1935-6, 
exports to other countries were continuously on the decline. 

' See below Chapter V, 2. 
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The most phenomenal advances in exports to the United 
Kingdom took place in 1933-4 * 936-7 ; the most spectacu¬ 

lar drop in exports to otlxer countries occurred in the first four 
years of the period. 

Over the period as a whole exports to the United Kingdom 
improved to the extent of 4*5 crores, or by 160 per cent from 
2*8 crores to 7-3 crores ; their relative share of the total 
went up from 12 to 34 per cent. As in the case of imports 
into the United Kingdom, much the greater part of the increase 
in exports to the United Kingdom is accounted for by the 
abnormally small exports of linseed in the first year and their 
unusually high level in recent years. There remains, however, 
a considerable increase of a crorc and a half distributed 
over other commodities. Of the increased exports of linseed, 
too, a not inconsiderable part would appear to have been due 
to the operation of the preference in the United Kingdom.' 

It is not possible to say exactly to what extent the drastic 
contraction in exports to foreign countries, from 22 crores 
in 1931-2 to 15 crores in 1935-6, might be due to severer com¬ 
petition in non-British markets from foreign supplies turned 
away from the United Kingdom. Much the greater part of 
this contraction, however, would appear to have been due 
to the growing trend to self-sufficiency in the industrial coun¬ 
tries of Europe, particularly marked in respect of articles of 
food and feeding stuffs for cattle which preponderate in this 
group. 

4. Group III : All Commodities 

The third group is made up of tea, ground-nuts, and pig lead, 
commodities in regard to which India has to meet with strong 
competition from powerful and growing rivals within the 
Empire. The position of the Empire as a whole is, however, 
of exceptional strength as compared with the foreign countries, 
imports from which arc relatively small. Any large expansion 
of exports to the United Kingdom could not, therefore, prima 
facie be expected to result from the preference. 

The following tabic shows the relative importance of India, 
the Empire and non-Empire countries for the supply of all 
articles in this group to the United Kingdom. 

■ See below Chapter V> 
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Table XXVI 


Umled Kingdom ImporU of All ArticUs in Group III 

(£, millions) 


From 

« 93 « 

; » 93 a 

«933 

«934 

' »935 

1936 

India 

Other Empire 

16-3 

144 

« 3-5 

16* 1 

1 16*6 

I? 

Countries 

13* I 

t2’t 

' 1-5 

12*9 

* 3-3 


All Empire Countries, .j 

29-4 

26*5 

27 

29 

2Q*Q 

^^2 * 1 

Non-Empire Countries i 


3 3 

2‘8 j 

2*4 

2-4 

j 

3 > 

Total .. ..[ 

^_ 1 

35 

_1 

29*8 

29*8 

3 ' -4 

323 

1 

35 a 


Percentages 


India 

Other Empire 

47 

48 

5a 

50 

/ 

5a 

48 

Countries 

1 

37 

4 ' 

39 

1 40 

4 » 1 

I 43 

All Empire Countries.. 

84 

B9 


00 

93 ^ 

01 

Non-Empire Countries 

10 


9 

ID 

7 , 

9 

Total 

too 

fOO 

100 

100 

1 

100 ' 

100 


Total United Kingdom imports of articles in the third 
group were millions in 1936 as in 1931. Between these 

two years there had been, first, a swift decline to £,‘^0 millions 
m 1932, a steady recovery to £^2 millions in 1935 and a 
speedy rise in 1936 to the level of 1931. 

* 93 U 47 per cent of the imports (;(Ji6‘3 millions) were 
derived from India, 37 per cent {£\‘i'\ millions) from the 
other Empire countries, or in all 84 per cent {£‘ 2 Q ‘4 millions) 
from the whole Empire. The decline in imports from India 
and the rest of the Empire was relatively smaller than in 
foreign imports, in 1932, their relative share accordingly 
improved to 48 per cent and 41 per cent respectively. By 
* 935 > iniports from India as well as from the rest of the Empire 
had recovered to a little above their 1931 level {£i 6’6 and 
;C* 3'3 millions respectively) : their relative share stood at 
52 and 41 per cent and of the whole Empire at 93 per cent 
of the total imports. In 1936, there was a slight advance 
in imports from India, a relatively appreciable improvement 
in imports from the rest of the Empire as well as foreign 
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countries and a consequent reduction and rise in their relative 
sliarcs to 48 and 43 per cent respectively. 

The pcrccntaj^c of imports from non-Empire countries fell 
steadily from 16 in 1931 to 7 in 1935, and recovered to 9 in 
1936. Over the period as a whole, India and the other Empire 
countiics would appear to have benefited in about equal 
degree at tlic expense of foreign countries. 

Tea completely dominates the United Kingdom imports 
of articles in this group. Imports of tea from India, after 
alternately falling and rising, stood at the same level in 1935 
and nearly (he same level in 1936 as in 1931, :C>4'7 millions. 
Imports from foreign and other Empire countries had mean¬ 
while been greatly reduced from millions in 1931 to 

£\ I 9 millions in 1936. The small relative increase in India’s 
share of United Kingdom imports of this group of articles 
between 1931 and 1936 is, thus, more than accounted for. 
The small absolute increase of £']00y000 may be ascribed 
largely to ground-nuts, which went up by £550,000 from 
£930,000 to £1-48 millions. Imports of Indian pig lead 
also increased in 1936 over 1931 by £260,000 from £640,000 
to £900,000 : their relative share, however, fell appreciably, 
as imports from other {mainly Empire) countries increased 
simultaneously from £3’3 millions to £5*4 millions. 

Indeed, in respect of these articles the main competition 
comes now from Empire sources. Preference as such can be 
of small help for extending the United Kingdom market for 
Indian products. But precisely because of the strong com¬ 
petition of the other Empire countries, the results of India’s 
exclusion from any preferences extended to them would be 
serious. 

The tabic on the next page gives a broad view of the 
exports from India in this group of articles. 

Total exports from India stood at 31J crores in 1931-2, 
fell precipitously to 26 crores in the next year, recovered to 
29J crores by 1935-6 and shot up in conformity with the 
general trend to 34J crores in 1936-7. The proportion to the 
United Kingdom rose in the first four years from 61 per cent 
to 75 per cent and fell in the last two years to 61 per cent 
again. The earlier increase in this proportion was partly 
due to an absolute increase in exports to the United Kingdom 
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Table XXVII 

Indian ExporU of All ArluUs in Group Ul 

(Rs. cror«) 


To 

1931-2 

' 1932-3 

>933-4 

>934-5 

>935-6 

>936-7 

United Kingdom 
Other Countries 

19* 12 
12*24 

i6'6o 

9*33 

'9-57 

88 

20'79 
705 

20* 16 

9* 16 

; 21-04 

1 >3-64 

Tola! 

3136 

25-93 

, 28 37 ! 

1 

27-84 , 

• 

1 29*32 

34 68 

United Kingdom, 
per cent 

61 

64 

\ X 

1 ^ * 

\ 69 

75 

1 

^9 

61 


by i| crores, from 19J crorcs to 20S crores, but largely to a 
reduction in exports to other countries from 12J crores to only 
7 crores in i 934 " 5 * The later decline occurred as a result 
of nearly 100 per cent increase in exports to other countries 
to 13I crores, while exports to the United Kingdom expanded 
by a bare quarter of a crore in two years. 

The marked stabilizing effect of the United Kingdom 
demand—only in small part due to the preference—-is strikingly 
illustrated in the above analysis. 

. The conclusion stated above as to the value of the preference 
in a negative or preventive sense appears particularly apt 
in view of the overwhelming importance of the United Kingdom 
market for Indian exports of these articles. For the present, 
however, the significance of this conclusion is reduced by the 
act that the trade in tea is subject to international regulation, 
pig lead is a Burma product, and the greater part of 
ground-nuts are marketed outside the United Kingdom. 


5. Group IV : All Commodities 

The fourth group includes in the order of importance of 
c value of United Kingdom imports from India in 1931, 
tobacco (unmanufactured as well as manufactured), coffee, 
spices, pulses and beans, vegetable oils, and bones and 
manures. India supplies only a small part of the United 
ngdom requirements of these commodities. Imports from 
other Empire countries are much more important than imports 
^om India, and imports from non-Empire countries are, again, 
ar greater than imports from the whole Empire. 
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Table XXVHI 


Vniud Kingdom imftorts of AH ArtUUi in Group IV 


i£, nullions) 


From 

'93‘ 

1932 

1 «933 

' >934 

1935 

>938 

India 

1 <92 

I 04 

' 1*13 1 

I *02 

t 

1 *28 

Other Empire 
Countries 

384 

4-34 

1 

4*9 1 

4*3 

3’5a 

3*02 

All Empire Countries .. 

4*76 

538 

5*3« 1 

5*3« 

4-5« 

4'30 

Non^Empirc Countrio 

| 6’22 

12*72 

13*02 

1903 

*9'59 

1 1985 

Total .. j 

1 

20*98 

18 * 1 

18-34 

a4-35 

24 * i t 

a4->5 


Percentages 


India 

43 1 

5'7 

6* 1 

4 * 

4*2 

5‘3 

Other Empire 

Countries 

1 

>9 1 


*3 

18 

*5 

*3 

All Empire Countries .. 

23 

30 ; 

29 

' 22 

19 

18 

Non-Empire Countries 

• 1 

77 1 

70 ' 

7 * 

78 

81 

83 

I'otal 

100 j 

100 

too 

100 

100 

100 


Like most other commodities total imports of these articles 
declined substantially in 1932, but unlike other commodities 
showed an abrupt and remarkable rise by 33 per cent in 
*934> remaining more or less constant thereafter. 

As regards the relative shares of the Empire and non- 
Empire countries, it will be noticed that in 1932, the position 
of the former improved appreciably, from 23 to 30 per cent, 
at the expense of the latter. Since 1932, the relatively small 
share of tlie Empire has continuously declined to 18 per cent, 
the already large share of foreign countries has steadily risen 
to 82 per cent. 

Within the Empire, India has made some advance in her 
small share relatively to other countries, who have borne the 
brunt of the decline. In absolute terms also India has had 
a modest share (noticeable in 1936) of the considerable 
expansion of the United Kingdom market for foreign imports 
of these articles. 

The abrupt increase in foreign imports from 13 crores to 
19 crores in 1934 was mainly due to an increase of 60 per cent 
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valued at £5 millions in tobacco. The decline in imports from 
Other Empire countries was largely accounted for by the 
continued fall in the imports of coffee and the collapse of the 
pepper boom in I935> which incidentally almost wiped away the 
Indian spice trade. If, nevertheless, total imports from India 
were higher in 193^ than in I 93 *> ^nd their percentage larger, 
the credit was due to increased imports of vegetable oils, 
tobacco (unmanufactured), manures and bones, and coffee 
in the order of the extent of addition to Indian imports. 

The following figures show the trends in the Indian exports 
of all articles in the fourth group from 1931 to 1936. 

Table XXIX 


Indian Exports of All AttuUs in Croup IV 

(Rj. crorcs) 



1931*2 

; 1932*3 

^ * 933-4 

* 934-5 

1 

* 935-6 

1 

; *936-7 

United Kingdom 
Other Countrio 

1 *04 

325 

1 *31 
2-97 

1 125 
! 3 07 , 

2*90 

1 

1 *29 
2*84 

1 *3 

3 19 

Total 

429 

CO 

4 

4-32 

405 

4*3 

4-39 

United Kingdom, 
per cent 

^4 

31 

1 

\ 

t 

29 1 

2S 

1 


»7 


Unlike commodities in other groups no large variations have 
occurred in the total exports of these articles, except a small 
dip in 1934-5 later recovery to a litde above the average 
level of the first three years, 4*3 crores. Exports to the United 
Kingdom experienced a substantial improvement by 25 per 
cent in 1932-3, from i *04 to 1*3 crores, but have since dropped 
to 1 *2 crores in the last year. The proportion of such exports 
went up correspondingly from 24 to per cent, and receded 
later to 27 per cent. 

On the whole, a small addition to trade probably resulted 
from the preference. The essential weakness of the position 
of India (as of other Empire countries) in the United Kingdom 
market prevented her from making any substantial advance. 

6 . Group V : All Commodities 
In a fifth group have been placed various commodities the 
Indian exports of which at the time of the grant of preferences 
were small and unimportant and formed a negligible part 
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of the United Kingdom supplies, or in respect of wliich the 
United Kingdom market appeared to be of small present and 
prospceti\e importance. The group includes wheat, barley, 
cotton yarn and manufactures, magnesite, granite sets and 
kerbs, other hardwoods and sandalwood oil, the items of 
dominating importance being wheat and cotton manufactures. 
The following table gives the imports into the United Kingdom 
of articles in Group V. 

Table XXX 


Vniud hinf^dom Imports of All ArticUs in Group V 


From 

«93« ' '93'^ 

'933 ; 

1 

<934 1 

‘935 

1 

1936 

India 

•a? 19 

•17 

1 *23 ' 

1 

1 .21 

i '68 

All Empire Ckiunirics 

1 

15-3 a 4 a . 

23-I 

«9-3 

20 -J 

34-8 

Non-Umpirc Countries 

3'« '5-7 1 

i 'S-b 

J7-8 

19*8 

14*6 

Total 

■ 464 39-9 

1 

39 

37> 

1 40-a 

4 

49-4 


Percentages 


India 

•6 

1 1 

'5 

•4 

1 

•6 

•5 

3-4 

All Empire Countries 

33 1 

61 

Go 

5a 

5 > 

70 

Non*Einpirc Countries 

1 

39 

1 

40 

48 

49 

30 

Total 

1 IX} 

1 

100 ! 

100 

100 

100 

too 


The very large total imports in this group slumped severely 
in 1932 by millions and by a further ;^2j millions in the 
course of the next two years. They rose as abruptly as they 
fell and in 1936 stood higher than in 1931. The earlier 
decline was due to a most drastic cut of over 80 per cent in 
the imports of cotton yarn and manufactures, the later quick 
improvement to the considerably enlarged imports of wheat. 

The relative share of the Empire showed a remarkable 
increase from 33 per cent in 1931 to 61 per cent in 1932, 
receded to 52 per cent in 1934, looked up in 1935 and rose 
sharply again in 1936 to 70 per cent. Imports from India 
were comparatively insigniheant until 1935, being only \ per 
cent of the total. In 1936, they multiplied over sevenfold to 
3J per cent of the total. 
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The very considerable increase in the relative share of the 
Empire was due mostly to a remarkable rise in the imports 
of wheat, but partly also to the practical disappearance of the 
large trade in foreign cotton manufactures. The increase in 
India’s share in 1936, too, was the result of the revival of 
Indian wheat exports to the United Kingdom. 

Below are shown the broad tendencies in the direction of 
Indian exports of all commodities in this group since 1931-2. 


Table XXXI 

Indian ExporU of AH ArtuUs in Group V 
(Rs. crores) 


lo 

1 I 93>*2 

1933-3 

• 933*4 

• 934-5 

1 

‘ 935-6 

1936.7 

United Kingdom 
Other Countries 

! -47 

4-83 

42 

309 1 

•27 

2*67 

‘33 

2*67 

•35 

2-88 

2*22 

3-96 

Total 

5 - 3 * 

3 - 5 « 

2-94 

3 

3-23 

6-16 

United Kingdom, 
per cent 

9 

/a 

9 

It 

If 

3 ^ 


Total exports were considerably cut down from well over 
5 crores to under 3 crores during the first three years. They 
nearly doubled in the last year. As in the case of imports 
into the United Kingdom, the earlier reduction was mainly 
accounted for by cotton manufactures, the later increase, 
by wheat. The small exports to the United Kingdom 
declined from less than half a crorc to a quarter of a crorc in 
the first three years, revived to a third of a crorc in the next 
two years and multiplied over sixfold in the last year, owing 
entirely to exports of wheat worth nearly two crores. 

The preference on wheat, which the Indian Delegation 
regarded as of little immediate significance at the time it was 
granted, became effective with the revival of Indian wheat 
exports. Since the United Kingdom is our most important 
market, this preference will remain of undoubted value so 
long as exports continue. The preference on other articles 
hardly appears to be of much significance on the whole, 
as their exports to the United Kingdom are relatively small, 
it appears, thus, that the preferences granted to India in 
* See below Chapt cr V, 5. 
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the United Kingdom tariff have been helpful in greater or 
less degree in extending Indian exports to that country in all 
the five groups into which the preferred commodities have been 
divided. The gain has been most phenomenal in the second 
group of commodities, and least in the third and fourth groups. 
The results are in accord with prima facie expectations : it 
was in the second group and in the third and fourth groups 
respectively that India’s position was seen to be strongest and 
weakest respectively for utilizing the preference to increase 
Indian exports. 

The above is, however, only a partial and inadequate 
picture of the effects of preferences. It is an undoubtedly 
important part of the picture, which shows how far the pre¬ 
ferences have been actually effective in accomplishing their 
first definite objective, namely extending the share of India of 
the United Kingdom market in respect of various groups of 
commodities, variously situated in regard to the conditions 
of competition. But the above account has given no idea 
of the indirect adverse repercussions of preferences in the 
United Kingdom on the position of exports to other countries ; 
of the many and complex factors that have moulded the 
movements of trade in respect of particular commodities ; 
of the important other influences that might have tended, 
like the preferences, to increase India’s participation in the 
United Kingdom’s import trade ; of the counter-concessions 
that India has had to give in return for the preferences on 
her own exports, and the cost thus involved—all of which 
it is necessary to assess, if only approximately, to be able to 
form a reasonably accurate opinion of the working of pre¬ 
ferences as a whole and of their net benefit or burden. This 
task is attempted in the following three chapters. 

The next chapter gives the main results of a detailed analysis 
of the trade in individual commodities in order to bring out 
the effects of preferences on exports somewhat more clearly 
than it has been possible so far. The statistics on which this 
analysis is based are given in Appendix C. 



Chapter \' 


ANALYSIS OF PREFERRED EXPORTS : 
INDI\TDUAL COMMODITIES 

In this chapter are briefly given the significant facts of the 
recent trade situation separately in regard to each important 
commodity receiving preference in the United Kingdom 
tariff so as to evaluate more carefully and somewhat more 
closely the effects of the preferences. Conclusions have been 
hazarded on a general judgement of the whole available data 
in respect of particular commodities as to whether the prefer¬ 
ence has been of definite or doubtful value, or no value at all, 
and whether the measure of advantage has been considerable, 
appreciable, moderate, small or insignificant. A broad view 
of the nature and extent of the outstanding net results of recipro¬ 
cal preferences will be presented in the next chapter. There 
an illustrative attempt is also made to estimate the net addition 
of trade in respect of all preferred commodities which might 
be specifically a.ssigned to the preferences as apart from 
other factors. 


I. Group I ; Individual Commodities 

Jute Manufactures^ 

(;C * ■ 63 millions, £2 • 39 millions; Rs. 1 • 86 crores, Rs. 21*92 
crores)* 

India had to face some competition from the continental 
countries in the United Kingdom jute piccegoods trade before 

* preference on all classes of jute manufactures was increased from lo per 
under the Import Duties Act to ao per cent on I Januai^ 1933 
under the Ottawa Agreement. On i January 1935 an alternative spcciiic rate 

for carpets^ floor rugs» etc.—4) anna 3 per sq. yard for hand* 
^ anna for other kinds, the higher alternative to apply. The duly 
and preference on cordage, cables, ropes and twine was reduced to 15 per cent 
from the same date. 

figures refer to 1931 imports into the United Kingdom from India 
and all countries, and 1931-2 exports from India to the United Kingdom and all 
^untn« respectively. They arc meant to illustrate the reJative magnitude in 
wm» of value of the trade in the commodity against which they arc noted. 
(.^rTcspotiding figures arc given against each commodity dealt with in this 
chapter. 
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the grant of preferences : 57 out of 72 million sq. yards 

in 1931 were derived from this country'. That competition 
has been largely eliminated : from 1934 to 1936 India was 
practically the sole supplier in that line of goods to the United 
Kingdom. 

In made-up jute goods India had a virtual monopoly of the 
United Kingdom market already in 1931, and the preference 
has made little difierence to the pre-existing situation. 

The tax on foreign jute manufactures did not operate 
merely as a preferential measure. It scrs'cd also to protect the 
home industry of the United Kingdom. This is clear from 
the practical disappearance of United Kingdom imports of 
jute carpets, rugs and mats and other sorts ofjutc manufactures, 
which were mostly derived from foreign countries in 1931.' 
The demand for such commodities is being met presumably 
by the expansion of the home industry, as is suggested by the 
increasing imports of raw jute in recent years.* 

Total Indian exports of gunny bags (in number) increased 
steadily from 389 millions to 459 millions between 1931-2 
and 1935-6, and further appreciably to 567 millions in 1936-7. 
The United Kingdom share of the expanding total exports 
of gunny bags fell slightly from 12*2 per cent to 11 *2 per cent 
in 1932-3 and continued at the same level until 1935-6. In 
the next year it revived to 12*4 per cent of a much larger total 
volume of exports. 

Total exports of gunny cloth remained steady at a little 
over 1,000 million yards during the four years 1931-5. They 
increased to above 1,200 million yards in 1935-6 and further 
to 1,700 million yards in 1936-7. Exports to the United 
Kingdom were a little more than doubled during the period, 
and their relative share of total exports went up from 6’ i per 
cent in 1931-2 to 7*8 per cent in 1936-7. During intervening 
years, 1933-4 ^nd 1934-5, however, been as low as 

4*9 and 4*6 per cent respectively. 

Jute is a practical monopoly of India. It is not necessary 
to analyse its exports to other countries in detail to evaluate 

* The value of such imports was reduced from ,^460,000 in 1931 to,(Ji5,ooo 
in > 934 - 

Total imporU of raw jute into the United Kingdom (almost all from India) 
during the six yean from igga to 1937 were (in thousands of toDJ)i 1351 169, 
» 95 i * 73 * and 193, 
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the effects of preference. On the whole, it does not appear 
that preference has resulted in any substantial benefit : the 
considerably increased United Kingdom imports in 1936 
could not be ascribed to it. It is probable, however, that a 
small measure of advantage accrued in respect of the jute 
piecegoods trade. 

Tanned Hides^ 

millions, i *63 millions ; Rs. 2 -08 crores, Rs. 2-13 

crores) 

The United Kingdom imports of Indian hide leather 
increased from 189,000 cwt. in 1931 to 326,000 cwt. in 1936. 
Their relative share of total went up during the same period 
from 63 to 93 per cent : imports from foreign countries 
declined heavily from 102,000 to a bare 21,000 cwt. The 
gain has been important and the preference has undoubtedly 
helped India to secure the major share of the recovery in 
demand. 

Total exports of tanned hides from India have doubled 
since 1932-3, increasing from 9,000 to 18,000 tons. Practically 
the whole of them arc sent to the United Kingdom. 

Since 1931 imports from India of undressed skin leather 
have expanded more than in proportion to the increase of 
total imports into the United Kingdom. India’s share 
accordingly rose from 67 per cent in 1931 (99,000 out of 
148,000 cwt.) to 75 per cent in 1934 (124,000 out of 165,000 
cwt.). There was little change in India’s proportion after 
that. 

On the other hand, again, the relative share of the United 
Kingdom of steadily expanding exports from India has 
remained more or less unaltered at about 88 per cent. 

There is a close adjustment of United Kingdom demand 
and Indian supplies of tanned hides and skins. The United 
Kingdom market is of outstanding importance from the point 
of view of Indian exports. Also, India is pre-eminent as a 
source of supply for the United Kingdom. While this fact, 
as is commonly recognized, points to the small scope for 
displacement of foreign by Indian imports in the United 

’ A prcTerence of lo per cent cd oalorm (which is the general rate) b given 
on • leather, undressed—hides, other than sole leather 
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Kingdom market, it also suggests (e.g. in the ease of tanned 
hides) that whatever gain is made in the United Kingdom 
market through this process is a net addition to Indian exports : 
there is slight offsetting loss in foreign markets, for there 
are little exports to them. 

The preference has thus been a definite advantage in the 
case of tanned hides, and may help to maintain India’s large 
share of the expanding United Kingdom demand. In the 
case of tanned skins, the preference has been of some limited 
value. 

Teakwoo(P 

(;{^0'46 millions, ;^o*6i millions; Rs. 34 lakhs, Rs. 57 lakhs)* 
Teakwood, being mainly a product of Burma, has largely 
ceased to figure in Indian exports. The trade in this com¬ 
modity—United Kingdom imports as well as Indian exports— 
has been subject to peculiarly violent variations as a result 
of the depression and subsequent recovery. 

India’s share of the rapidly expanding United Kingdom 
imports improved from 73 per cent in 1931 to 87 per cent in 
^932>9i per cent in 1933 and 92 per cent in 1935, but dropped 
to 83 per cent in 1936. The preference does appear to 
have enabled India to share in a greater measure than she 
otherwise could have shared, in the recent considerable 
expansion of the United Kingdom demand as a result of the 
boom in building and furniture trades. 

Coir Manufactured 

millions, ;(^i'28 millions; Rs. 99 lakhs, Rs. 1*9 

crores) 

Coir manufactures, including coir yarn and coir mats and 
matting, arc derived almost entirely from the Empire, and 
India is by far the most important source of supply for both. 

In view of the insignificance of foreign imports of coir yarn 
into the United Kingdom, i per cent in 1931 and practically 
nil now, the preference hardly serves any purpose except 

* The general rate is 10 per cent ad valorem ; tlie preferential rate is free. 

* The corraponding figures for 1036 and 1936-7 were : £0-92 millionj 
and £x ^o^ millions ; Rs. 96 lakhs and Rs. i -46 crores respectively. 

* Coir yam and coir mats and mattings enjoyed a preference of 10 per cent 
ad valorem from I March 1932. This was increased to 20 per cent in the case 
of the latter from i January 1933. 
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perhaps as some safeguard for the preference on coir mats and 
matting. Absolutely, the United Kingdom imports of this 
article contracted by 1933 to a bare third of their amount in 
1931 and have not revived since. 

India supplied four-fifths (5*3 million sq. yards) of the 
United Kingdom imports of coir mats and matting in 1931 
(6-6 million sq. yards), the rest being derived mostly from 
foreign countries. The imposition of the tariff on foreign 
imports in 1932 practically excluded them from the United 
Kingdom market, which has since been almost entirely 
supplied by India (9*4 out of 9-5 million sq. yards in 1936). 

The course of the Indian e.xport trade in coir manufactures 
does not show that preference has been of any determining 
importance.* The relative share of the United Kingdom 
of the value of exports has continually declined from 52 per 
cent in 1931-2 to 32 per cent in 1935-6 and 36 per cent in 

1936-7." 

Castor Seed' 

(;C292>ooo, ;^364 ,ooo ; Rs. 34 lakhs, Rs. 1-5 crorcs) 

Total United Kingdom imports of castor seed fell from 
31,000 tons in 1931 to 25,000 tons in 1932, rose steadily to 
36,000 tons in 1935, and stood in 1936 at 30,000 tons. India’s 
share of imports was 81 per cent in 1931, increased to 91 per 
cent in 1933 and 1934, but fell again to 70 per cent in 1936 
and 63 per cent in 1937. The preference has obviously been 

' In India’s export trade, coir yam forms a romcwhal more valuable element 
than cw mats and matting, but the importance of the United Kingdom market 
u much greater for exports of the latter commodity : over two-lhirds of the 
r mats and matting arc sent to that country, and normally less than 
a tilth of the exports of coir yam. 

. * figures of Indian exports on which these percentages arc based are inclu¬ 
sive of nporo from Indian State ports, which are generally more important than 
nportsp’omfiritishindianports. In 1935-6, out of total exports of Rs. i-86 crorcs, 
^ ^ "'*^0 from Indian State ports. Failure to take account of this fact 

erroneous conception of the facts of trade competition. Thus 
Mr t>. Ghosh obsenes witli regard to coir that * the rest of the overseas Empire 
»pom to the United Kingdom 6J times as much as India ’ and proceeds 
to ^culate ‘ the increment that would fall to India’s share if as a result of the 
preference, the whole of the British market is captured by the overseas Empire 
cwnirio . The ‘ overseas Empire countries ’ are, for the most part, no other 
than the Indian States. There is, however, a lunited amount of compeiition 
in coir yam from Ceylon. Imports of coir fibre arc no doubt mostly derived 
Irom CcyJra, but in 1931, the total value of United Kingdom imports of raw 
than on^twentieth of those of imports of manufactured coir. 

General rate—10 per cent ad vaif/rtm ; prefereniiai rate—free. 
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ineffective for the purpose of extending India’s share of the 
United Kingdom market. Precisely for this reason, however, 
it appears to be the more necessary as a protection against 
strong, persistent and growing foreign competition (from 
Brazil). 

Total Indian exports of castor seed dropped continuously 
from 104,000 to 46,000 tons between 1931-2 and 1936-7. 
Exports to the United Kingdom rose from 23,000 tons in 
the first year to 30,000 tons in 1933-4 back to the old 

level in 1935-6 and 1936-7. In 1937-8 they went down to 
13,000 tons out of total exports of 42,000 tons. The relative 
share of the United Kingdom improved from 22 per cent in 
1931-2 to 48 per cent in 1936-7. The preference docs not 
appear to have been of any distinct positive benefit. 

Raw Goatskins^ 

;(^824,ooo ; Rs. 44 lakhs, Rs. 2-58 crorcs) 

Of total imports of 8 million goatskins in 1931, 83 per cent 
{6*6 millions) were derived from the whole Empire and 50 
per cent (4 millions) from India. By 1937, total imports had 
gone up to 10-8 millions, the proportion of imports from the 
Empire had risen to 94 per cent (10-2 millions) and of imports 
from India to 70 per cent (7-6 millions). The preference has 
thus helped in a distinct measure to advance India’s share of 
the United Kingdom market. 

Total Indian exports of raw goatskins increased from 
20,300 tons in 1931-2 to 25,800 tons in 1933-4 declined 
to 18,000 tons in 1936-7. They were a little higher in 1937-8. 
Exports to the United Kingdom increased from 3,500 tons or 
17 per cent in the first year to 6,800 tons or 26 per cent in 
1933-4, declined to 4,200 tons or 23 per cent in 1936-7, and 
rose again to 4,800 tons or 26 per cent in 1937-8. 

2. Group II : Individual Commodities 
Rice, Husked {excepting Broken RiceY 

(;C*98,ooo, ;C930,ooo ; Rs. 27 lakhs, Rs. 17-4 crores) 

Rice has dropped to a subordinate place among India’s 

' An umchcdulcd prercrence of lo per cent ad valetem is given to Indian exports. 

* Preference to per cent ad valortm from i March 193a; id. per lb. from 
t January 1933. 



PREFERRED EXPORTS : INDIVIDUAL 75 

exports with effect from April 1937. India is a net importer 
of rice from Burma, which used to account for most of the 
Indian exports prior to separation. 

Total Indian rice exports dropped from 2-2 million tons 
(valued at Rs. 17-4 crorcs) in 1931-2 to only i -4 million tons 
(valued at Rs. lO’g crores) in 1935-6, and were only slightly 
higher in I 93 ®" 7 - Exports to the United Kingdom increased 
from 30,000 tons (valued at Rs. 27 lakhs) in 1931-2 to 63,000 
tons (worth Rs. 43 lakhs) in 1934-5, dropped to 45,000 tons 
(worth Rs. 36 lakhs) in 1936-7. Their relative share of the 
quantity of total exports was 1*4, 4’i and 3*1 per cent 
respectively in the three years. Exports to the continental 
countries of Germany, the Netherlands, Poland and Belgium 
dropped heavily during the period from 543,000 to 222,000 
tons, or from 24 to 15 per cent (of the total exports of cleaned, 
including broken, rice). On the whole, there has been a 
tendency for the export trade to drift away from continental 
Europe towards Asia and Africa and perhaps also the United 
Kingdom to a slight extent. 

Total United Kingdom imports of rice contracted between 
• 93 > ^nd 1936 from 1*44 million tons to 1*12 million tons. 
Imports from India increased from 450,000 to nearly 900,000 
tons, from less than one-third to over three-fourths, between 
1931 and 1935. In 1936, they fell to 760,000 tons or 68 per 
cent. The preference was of undoubted value at a time when 
foreign, particularly European, markets were rapidly shrinking 
in pursuance of the trend of self-sufficiency in respect of food. 
Should the entire United Kingdom requirements, however, 
have been met by India, the former could not provide a 

market for more than a small proportion of the latter’s total 
exports. 

Linseed* 

{£iQ 6 ,ooo, 16 millions ; Rs. 17 lakhs, Rs. i *53 crores) 
The Indian trade in no other preferred commodity has 
undergone such spectacular ups and downs in recent years as 
in linseed. In 1931 and 1932, the total United Kingdom 
imports were 338,000 and 362,000 tons respectively (valued 

. * P reference 10 per cent ad valorem from 1 January 1933. The preference has 

par^lly inefTective by the opera Uod of the drawback syrtem* 

bee Pocucript. 
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at £‘^■•2 millions and 1 millions), of which India supplied 
an insignificant part only, 15,000 and 9,000 tons respectively 
(valued at 166,000 and being derived 

mostly from the Argentine, India’s principal competitor. 
Total imports shrank swiftly to 184,000 tons only in 1934, 
and recovered strikingly again to 286,000 tons by 1937. 
Imports from India rose rapidly from 2 per cent in 1932 
to 76 per cent of the total in 1934, contracted quickly again in 
•935 ^ bare 22 per cent, then as speedily soared to 81 per 

cent of the total imports in 1936, and stood at 67 per cent in 
1937. In t936 they were valued at £,2-^ millions out of total 
imports of £'i'^ millions. 

Such enormous vicissitudes in the fortunes of the rival 
competitors in the United Kingdom market do somewhat 
obscure the influence of the preference. But there appears 
a definite tendency, on the whole, for imports from India to 
increase both absolutely and relatively to other imports. 

The swiftness with which India and the Argentine have 
changed places in the United Kingdom market may be 
explained to a large extent by reference to the oscillations in 
agricultural production and the consequent changes in the 
parity of Indian and Argentine linseed. Such changes alone 
could account for the wide variations from year to year in the 
total exports of linseed from India : such exports declined 
precipitously from 260,000 tons in 1930-1 to a bare 72,000 tons 
in 1932-3, rose in the very next year to 379,000 tons, dropped 
again by 1935-6 to 165,000 tons, advanced to nearly 300,000 
tons in 1936-7, and receded to 226,000 tons in 1937-8.* The 
share of the United Kingdom of widely varying Indian exports 
went up from 12 per cent in 1931-2 to 47 per cent in 1936-7 
and 75 per cent in the last year. 

The preference has been largely effective : the relative share of 

* The Indian Trade Comntiasioncr, London, explains in his Report for 1933-3 
that the highly unfavoiirablc parity for Indian Jinsecd during tp^i and 1932 
combined with the fall in the price of oil waa responsible for the abnormal fall 
in Indian exports to the United Kingdom as well as to other countries. In 1933 
and 1934, the fortuitous coincidence of a widespread failure of linseed harvests 
in the Argentine and the United States (during the respective previous year) with 
the ^ani of preference in the United Kingdom helped India to reinforce her 
position considerably in that market. In 1934, again, there was a good crop in 
the Argentine and in the following year an influx of Plate linseed ousted the Inoian 
commodity from its position of advantage. But in 1935, there was a bad failure 
of the Argentine crop, and in 1936 Indian linseed forged rapidly ahead. 
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India in the United Kingdom imports as well as the relative 
share of the United Kingdom in Indian exports has continually 
advanced. But the extent of its effectiveness is by no means the 
measure of the gain of trade resulting from it : the counterpart 
of the distinct increase in exports to the United Kingdom 
is a definite decline in exports to European continental 
countries, the United States and other markets. ‘ The 
probable explanation of the position may be that the Indian 
exporters of linseed preferred to send the bulk of their exports 
to the United Kingdom market, where they could obtain 
relatively better prices on account of the preference there.” 
There may thus be an important element of diversion in the 
increased exports to the United Kingdom. Or alternatively, 
Indian exports may have suffered by intenscr competition 
in neutral markets from the Argentine product, which having 
been excluded from the United Kingdom drifted elsewhere.* 


Paraffin Wax^ 


(;€562,ooo, £i'12 millions ; Rs. 76 lakhs, Rs. 2-32 crores) 
Paraffin wax, like rice and teakwood, is no longer an 
important constituent of India’s export trade since the 
separation of Burma. 


The United States and Poland were the important rivals 
of India in the United Kingdom market. Total United 
Kingdom imports declined from 1 •$ million cwt. to i million 
cwt. between 1931 and 1933, all due to a reduction in imports 
from India from 491,000 cwt. (valued at ;C‘562,ooo) to 213,000 
cwt. (valued at ;^289,ooo), in turn due to practical elimination 
of the once very important transit trade in Indian paraffin 
wax. After 1933, total imports remained about the same, 
imports from India steadily went up to 382,000 cwt. (valued 
;^^3^»ooo) in 1937. 

Total Indian exports have remained since 1931-2 at about 


of the Indian Trade Coounissioner at Hamburg, * 934 " 5 > p* 5 ^* 

The I ndian Tr adc Commit i one rat Ham burg in his Ripoft for 1935-6 comment¬ 
ing on the huge decline of French imports of Indian linseed from 46,000 to 6,000 
metric tons b^wcen 1933 and 1935—when imports from the Argentine increased 
from 305,000 to 338,000 metric tons—observes that the decline in Indian imports 
J* not due to the operation of the French quou system,' for the quotas for linseed 
have been on the generous side* {Indian Tradi Joumat, 3 December 1936). 
Frcsumably the decline was due to the inability of the Indian produce to stand 
Its ground in the lace of ie>crer Argentine compctilion. 

Preference 10 per cent ad 
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a million cwt. Exports to the United Kingdom were 32 per 
cent in the first year, fell to 18 per cent in 1932-3, and rose 
again to 36 per cent in the last two years before the separation 
of Burma ; the value of such exports was Rs. 76 lakhs in 
^ 93 ^* 2 , fell to 37 lakhs in the following year, and had risen 
'935*6 to 82 lakhs again. 

Given the British policy of protection and Imperial prefer¬ 
ence and the consequent decline of transit trade, the preference 
on Indian exports of paraffin wax appears to have been of 
distinct advantage. 


Woollen Carpels and Rugs' 

(;C396,ooo, ^1-74 millions; Rs. 41 lakhs, Rs. 57 lakhs) 

Total United Kingdom imports of woollen carpets and rug;s 
dropped in 1932 by a million sq. yards from 3-6 million to 
2-6 million sq. yards (;C''74 millions to millions). 

The drop took place entirely in foreign imports from 2*8 
million to 1-5 million sq. yards (;^i’32 millions to £,0’‘]Q 
millions). Imports from India increased from o*8 million to 
I • I million sq. yards, though their value dropped from 

• 4 millions to • 39 millions and their relative share of the 
total quantity of imports went up from 21 per cent to 42 per 
cent. By 1935 there had been a further considerable fall in 
foreign imports to o*8 million sq. yards valued at ;(^o*63 
millions, and an equally marked increase in imports from 
India to i-y million sq. yards or ;(^0'52 millions, forming 
65 per cent of the total imports. 

In 1936, the quantity of imports from India fell slightly, 
though their value rose somewhat, foreign imports went up, 
more appreciably in terms of quantity than of value, and the 
relative share of India of the quantity of total imports receded 
to 57 per cent. Total imports had, indeed, remained more 
or less constant at 2*6 million sq. yards since their first 
considerable drop in 1932, and only showed a small rise in 
1936 to 2-8 million sq. yards : the main changes, already 
observed above, occurred in the relative importance of Empire 
(or Indian) and other sources of imports. 


rat^rec ; general rate—10 per cent ad valorem from 1 March 

‘ January 1933 ; 4a. 5 d. and gd. respectively for hand- 

°*.*'*f .*‘,*"**» f corpeta and rugs per sq. yard, or ao per cent ad vahratt, 
Whichever » higher, from t January 1935. 
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Here, if anywhere, the preference uoukl appear to have 
been of decisive effect. Since between three-fourths and 
four-fifths of Indian exports are normally consigned to the 
United Kingdom, the preference has been of definite advan¬ 
tage ; the possible loss from intenser competition from foreign 
supplies in foreign markets could not by any means be as 
large as the certain gain in the United Kingdom market. 
Indeed, such offsetting loss hardly appears to have been at all 
significant : Indian exports to foreign countries almost 
steadily increased from 1-3 million lb. to 2-8 million lb. 
be^veen 1931-2 and 1937-8, while exports to the United 
Kingdom advanced from 3-5 million lb. valued at Rs. 41 
lakhs to 8-4 million Ib. valued at Rs, 76 lakhs. Since the 
additional exports to the United Kingdom occurred entirely 
through substitution for former foreign imports and not 
through a net expansion of the total United Kingdom demand, 
they may be almost wholly assigned to the operation of the 
preference. 


OU‘seed Cake and Meal* 


tnillions, millions; Rs. 72 lakhs, Rs. 2*01 

crores) 

Both the quantity as well as value of United Kingdom 
imports of Indian oil-cakes nearly doubled between 1931 and 
* 934 > increasing from 126,000 tons to 246,000 tons, and in 
value from £0'"]^ millions to £^‘ZA millions. Imports 
from other sources (mostly foreign) went slightly down from 
333 >ooo tons to 311,000 tons but rather appreciably down 
in value from £\ -67 millions to £i -35 millions. The per¬ 
centage of imports from India had improved in the meantime 

from 30 to 43. There has been little change in this position 
since. 


Indian exports of oil-cakes to the United Kingdom went 
up from 104,000 tons valued at Rs. 72 lakhs to 224,000 tons 
valued at Rs. 1*32 crores between 1931-2 and 1935-6. They 
fell slightly in quantity to 214,000 tons but rose further in 
value to Rs. i *48 crores in 1936-7. Exports to other countries 
declined at the same time from 187,000 tons (Rs. i -29 crores) 
in the first year to 76,000 tons in 1935-6 (Rs. 50 lakhs), but 

* Preference 10 per cent ad vaiorem. 
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rose to 122,000 tons (Rs. 79 lakhs) in 1936-7. The relative 
share of the United Kingdom of the quantity of Indian exports 
was 36 per cent in 1931-2, 75 per cent in 1935-6 and 64 per 
cent in 1936-7. 

The United Kingdom is obviously providing an alternative 
outlet for a commodity, the foreign demand for which has 
suffered drastic contraction during the last few years, owing 
to the increasing vogue of agricultural protectionism, especially 
in respect of the home production of vegetable oil-seeds and 
fodder in Germany, the Netherlands and other countries.* 

Bran and Pollard and Rice Meal and Dust* 

tt'illions, £\ *47 millions ; Rs. 48 lakhs, Rs. 74 

lakhs) 

Bran and pollard, like oil-cakes, are an important class of 
feeding stuffs for cattle, and their trade has been subject to 
much the same conditions. The United Kingdom demand 
for them expanded remarkably from nearly 400,000 tons 
(;C* '47 millions) in 1931 to over 700,000 tons millions) 

in 1936. Imports from India increased from about 160,000 
to 230,000 tons (;Co '57 millions to ,^ 0*92 millions). The 
percentage of such imports receded from 41 to 32. 

Total Indian exports were the same in 1934-5 in 1931-2, 
280,000 tons. Exports to the United Kingdom had gone 
up meanwhile to 250,000 tons from 182,000 tons, their 
relative share improving to 89 per cent from 65 per cent. 
In terms of value, exports to the United Kingdom rose from 
Rs. 48 lakhs to Rs. 84 lakhs in six years ; exports to other 
countries declined from Rs. 26 lakhs to Rs. 12 lakhs. Since 
India’s relative position in the United Kingdom market has 
suffered a recession, the increased Indian exports to that 
country would appear to have been due more to a total 

* See Report of the Indian Trade Commissioner a( Hamburg, 1933 * 4 « > 934 ’ 5 > 
1935*6. In Germany oU^cakes arc under the monopoly control system. For changes 
of monopoly taxes (i.e. surcharges added to the monopoly selling price) during 
the pcric^, see Board of Trade Jcunud, January and August^ IQ 3 S« 1936. 

An incidental reflection may be noted : India sunm a ioas of nilrogcoous 
manure in U)c exports of oil>$ec^ and oU*cakes. The seed crushed outside India 
and tlie oil*cake exported deprive the country of a valuable food for cattle and 
manuring substance, (cf. Paper read by Dr Meek on behalf of Dr F. J. F. 
Shaw, late Director of the Agricultural Research Institute at Poona» at a meeting 
of the Indian section of the Royal Society of Arts on 2^ June 1935.) 

^ Preference 10 per cent ad valorem* 
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expansion of the United Kingdom demand than to any 
distinctive advantage from the preference. It is higidy prob¬ 
able that in the absence of preference the recession in India’s 
proportion of United Kingdom imports would have been still 
greater : pnma facie conditions continue to be favourable for 
the beneficial operation of this preference. 



3 - Group III : Individual Commodities 


(^H *73 millions, millions ; Rs. 16-93 crores, 

Rs. 19-44 crores) 

Tea is by far the most important article of export which 
receives preference under the Ottawa Agreement. Of the 
total value of all preferred exports to the United Kingdom on 
an average during 1927-30, namely Rs. 56-5 crores, the exports 
of tea alone represented Rs. 24-3 crores or 43 per cent. Again, 

^ most important market for 

ndia s tea exports, taking 86 per cent during the pre- 
depression triennium. 

On her part, the United Kingdom derived from the Empire 
3 per cent (200,000 tons) and from India 56 per cent 
OSfjOOO tons) of her total volume of imports on an average 

(239>ooo tons). In turn, the United Kingdom’s 
o take of Empire tea (200,000 tons) formed 74 per cent 
of die total Empire exports {271,000 tons) during the same 

commanding position of the Empire in the 
nited Kingdom market as well as the overwhelming impor¬ 
tance of that market to the Empire as a whole is thus 
evident. 


The history of the duty on tea goes farther back than 1932.’ 
An examination of the earlier trade reveals two important 

* Committee : Plantation Crofu, 1936, p. 25. 

^ties on tea in oporauon on and from ailTcrent dates have been as 
5 MaJ i September 1915 ; 8d. per lb., 15 May igaa ; 4d. per lb., 

nf tk-; f. rate for imports &om the Empire was five-sixtlis 

ahnlivk^ ; froni 2 June 1919. The duty as well as the preference was 

Finance Act of 1932, a full rate of 4d. per lb. and a 
were levied wi£ effect from 20 April, 2d. per lb. 
c measure of preference. These rates were altered to per l^and 
u* ^^P<cttvely by Customs House Notice No. 17, dated 22 April 1936, 
^ ^®*<>iuuon moved in the House of Commons on 21 April 1036 {Bo^nd 

6d ^P”l *936). The duty has since b«n increase to 8d. and 

per lb. respectively. 


0 
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trends. In the first place, throughout the period of a decade 
before the present preference came into operation, the Empire 
as a whole had been steadily retreating from its very strong 
position in face of the advance of the Netherlands East Indies.' 
Secondly, within the Empire, India had continuously lost 
ground to Ceylon and the other Empire countries.* 

The effects of the preference have necessarily been obscured 
by the simultaneous operation of the International Export 
Regulation Scheme.* 

The table on the next page shows the working of the Inter¬ 
national Tea Agreement since its inception. 

* See Imperial rUronomic Committee Rtport on *93'^- Tkixh the retreat 
of the Empire and the advance of the Indies had been most marked at the time 
of the reduction (in 19^4) and abolition (in 1939) of the preference granted by 
the Finance Act of 1919. It would appear, indcca« as if every successive weaken¬ 
ing of the reguKating valve of the duty were followed by a sudden fresh influx 
of foreign imports. 

* The relative position in the United Kingdom market of the tw'o Empire 
countries, India and Ceylon, which together play the leading role in the world’s 
tea trade, is shown below. 



Percentage of Grass United Kingdom 
imports froni~lndia 

Ceylon 

Percentage of Retained United Kingdom 
imports from—India 

Ceylon 


*924 


69*3 

30-5 

694 

3^-3 


* 9^*7 


679 

3«-7 

66*1 


1929 


66*3 

33 

66*1 

33 ' 


' 93 ' 


6| 

35* 2 

63*2 

36*8 


Both the sets of figures relating to gross imports and retained imports indicate 
a continuous and consistent improvement in the relative position of Ceylon and 
a decline in the relative position of India. (1934, 1927 and 1929 have been 
selected as the basis for comparison, in preference to 1924, 1928 and 1920 used 
by the Imperial Economic Conumttee, as they represent the peak years alike for 
gross imports and retained imports from India, Ceylon and the Netherlands 
East Indies.) 

^ ^ ® description of the genesis and objects of the Scheme, sec Capitalt 

Trade and Engineering Supplement, December 1935. The principal features 
m the regulation scheme arc : the fixing from time to time, by the International 
Tea Committee set up by the agreement, of a quota, for each of the three agreeing 
countnes, India, Ceylon and the Netherlantu East Indies, which is a certain 
percentage (85 per cent in 1033-4, 87! per cent in 1934-5, 82 ^ per cent in each 
of ihe^years 1935-6 and 1936-7 and 874 per cent in 1937-6) of its 'standard 
export , that is the maximum export reached by that country in any of the three 
years 1929, 1930 and 1931 ; the prohibition of the extension of existing planted 
areas t^ond 1 per cent ; and the prohibition of the export of tea sc^ from the 
countries which are parties to the scheme. The internal aislribution of the quotas 
among producers was left to the local authorities. The scheme contained a 


not exceed 39,340 acres {Plantalicn Ct<^, p. aa). 
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Table XXXIl 

The Of^ation of the InUnuilional Tea Agteenient' 

(million lb.) 


* 933*4 


* 934-5 


* 935 -^ 


*936*7 


It 


India by sea 
and land 
Ceylon 
Netherlands 
East 
Indies . 

Total 


Is 

M 8 


383 

25a 


»74 


o 

S'O-g 

C 5«5 

5 

h § 

u 


B09 


325 

214 


146 


687 


* 937-6 


Sr 

Is 


9 

o* 

r 

8 . 

m 

M 


o 


335 I 335 
197 220 


*36 I 152 


668 


707 


|h^ 


3 


340 

220 


»45 


O w 

<1 

_e 


^ s' 


K _ *^ 
^ 4 M 


il 

II 


9 0 
®'n 5 -P 

riS 

4 S 


320 313 

2t6 ' 208 


705 


*43 *47 


II 

1^ 


t 

31* 

213 


6 

9 O 


1.^‘i 

s-;i 

^ n « 


*43 *75 


664 ' 683 I 664 


335 

220 


152 


II 

I" 


t 

339 

217 


*67 


699 , 707 


7*3 


t Exports by sea only. 

On the whole, the quotas from each country have been 

worked to the full or nearly to the full ; the relative positions 

oI the regulaung countries in the world markets have not 
changed much. 

Exports from non-regulating countries have increased. 

The increase has in some cases been large relatively to the 

existing volume of exports from each country, but small 
absolutely.* 

The export regulation scheme, however, fixes only the maxi- 
mum quota of exports from each country and does not concern 
Itself with the distribution of that quota among different 
markets. How has the relative position of the various com¬ 
petitors been affected in their principal market, namely the 
United Kingdom? 

The new duty on foreign tea and the preference on Empire 
tea came into operation on 20 April 1932, while the inter¬ 
national control plan became effective nearly a year later. 
The year 1932 witnessed an increase in the relative share of 
the Empire from 82 to 86 per cent and of India from 52 to 



fo^ exports from the principal 
** Indo^China and 
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Table XXXIH 


itnf ofli of Ten into tkf VrtiUd kingdom 
(million lb.) 


I'roin ; 


Per 
i ent. 

t — 

jlVr 

jcent 

1 Per 

> 933^^1 

Per] 
19:^4 centj 

*935 

1 Per 

cent 

'938 

[Per 
^ cent 

1937 

Per 

cent 

Empire 

Foreign 

439 

1 

1 

82 ,\ 

'7-J 

487 

86 

432 

^5 5 

438 

86-a 

1 

422 

sa-7 

CD 

i 

435 

d^’t 

Countries 

96' 


79 

f 4 

73 

>4 5 

70 

ij'S 

54 

//•J 

54 


53 

tog 

Total . , 

535 

100^ 

566 

1 

too 

505 

too 

508' 

too 

1 

476 

too 

482 

too 

488 

too 

India 

277 


312 




PM 

m 

269 

56-5 


m 


566 


55 per cent. This marked the reversal of a long continued 
trend to decline in the Empire’s and India’s proportion of 
United Kingdom imports. 

Since 1932 the total imports have declined and in 1936 were 
lower by 15 per cent. Some further improvement has taken 
place in the relative position of India and of the other Empire 
countries. Foreign countries (mainly the Netherlands East 
Indies), on the other hand, have lost ground. 

The proportion of the quantity of exports consigned to the 
United Kingdom increased from 85 per cent in 1931-2 to 
87 per cent in 1932-3 and 1933-4, ^^id further to 88 per cent 
* 934"5 ^nd 1935-6, but receded to 85 per cent again in 

>936-7- 

What of the possible adverse repercussions of preference 
in the United Kingdom on the position of Indian tea exports 
to third countries ? It appears that India has not improved 
her position in any important market. The small trade with 
Australia has been maintained, but imports into France and 
New Zealand, which in 1932 were together as large as into 
Australia, had been reduced by 1936 to a bare one-fifth : 
the relative share of India declined correspondingly. Indian 
imports into Canada fell during the period from 26*7 to 
22*4 million lb., while total imports were a little above 
40 million lb. in 1936 as in 1932 ; imports from Ceylon went 
up from 10*8 to 13*8 million lb. Imports of Indian tea into 
the United States fell from i8*i to 12*3 million lb. while 
imports from Java nearly doubled, increasing from 9-9 to 
18 • 7 million lb. But for the Export Regulation Scheme, 
India’s position might have suffered a still greater set-back 
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in these markets. The Scheme has. indeed, been of con¬ 
siderable help to this country by delimiting the intense 
compeution from her enterprising foreign rivals. 

In the light of relative trends of the trade of India, Ceylon 
and the Netherlands East Indies before 1932, the Indian 
Delegauon would appear to have been justified in regarding 
the position of Indian tea in the London market as vulnerable ■* 
the preference was helpful at a difficult time in 1932 and has 
contmued to be of advantage as a bulwark of India’s position in 
her principal market, though this advantage has necessarily 

been outweighed by the greater advantage of the export 
control scheme. ^ 


Ground^rmt^ 

93 ^i^Iions, -5 millions ; Rs.i-i5 crorcs, Rs. 10*14 
crores) ^ 

th tabic gives the imports of ground-nuts into 

tnc Uriited Kingdom from various sources. 

It Nvill appear how the Empire’s share of imports increased 
m the very first year of preference from 71 to 89 per cent 
t 934 > foreign imports had been completely eliminated. 

As regards the division of the gain of trade as between the 
Lmpire couritries, the share of India has not improved per¬ 
ceptibly, while that of the other Empire countries has gone 
up remarkably from 13 to 40 per cent. 

Absolute imports from India, however, largely increased 
and the value of such imports went up from less than one to 
a out one and a half million pounds sterling between 1931 
and 1936. India mainuined her proportion of expanding 

die f^re p®** appear to warrant some concern for 

ai worW Indian tea*, there is litde room for alarm. ‘ In so far 

tea **** to the increased production of foreign 

»nd atiu product u for the most part of a superior article 

a* they maim-,^ have no ground for complaint, and so long 

and and wmbine to extend the sale of their lea in new 

_Imnrr;u.fr"^ tnarkcu they should on a long view have little cause for anxiety.’ 

for : /Iffiorl on Tea, 1932. Co-operative measures 

mittL “»decd, been adopted. The International Tea Corn- 

set itn machinery to work the International Tea Agreement, 

cxter^l Expansion Board towards the end of 1934. Formerly, 

imnopt.nfr^P*®*^*^. earned out individually and severally by the three 

into a countries. It is now co-ordinated by a central executive 

into a »ncencd campaign on behalf of all. 

iretoence 10 per cent ad valarem. 
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Table XXXIV 


Imporli of Ground-nuts into lh£ VniUd Kirxgd^m 

(1,000 tons) 


From 

1 

'93« 

1 

1932 ' 

>933 

>934 

1 

t935 

1 

>936 

>937* 

India 

61 

58 

i 

70 1 

73 

1 90 


*38 

Other Empire 



1 





Countries 

1 

>9 ! 

1 a8 

59 1 

40 

\ 62 


t 1 1 

1 

All Empire Countries 

too 

! 86 

1 

129 

i>3 


>85 

! 249 

Foreign Countries 

39 

1 M 

2 

1 

0'2 

i 0* 1 


4 

Total 

»39 

97 

; ‘SI 

1 113 

>5* 

I '85 

1 

1 249 


Percentages 


India 


60 i 

53 

64 

59 

60 


Other Empire 
Countries 

I 


45 

36 

4 ^ 

40 


All Empire Countries 

7^ 

S9 

9S 

1 

too 

too 

too 


Foreign Countries .. 

99 

it 

2 



"... 

--- 


• Undecorticated ground-nut imports of a^.ooo tons are excluded, their 
distribution according to source not being available yet. 


total imports, which were millions in the last year against 

millions in the first. 

On the side of India, there have been wide variations in 
the volume of total exports as well as exports to the United 
Kingdom. Total exports declined heavily from 672,000 tons 
in 1931-2 (Rs. 10*1 crorcs) to 443,000 tons in 1932-3 
(Rs. 7*2 crorcs), rose and fell, and rose remarkably again in 
1936-7 to 791,000 tons (Rs. 13-1 crorcs). The share of 
the United Kingdom decreased from 12 per cent in I93i’2 
to 7 per cent of a reduced value of trade in 1932-3, then went 
up to 25 per cent in 1934-5, stood at 17 and 18 per cent 
respectively during the next two years. The value of exports 
to the United Kingdom increased during the six years from 
Rs. 1*15 crorcs to Rs. 2*21 crorcs. 

It docs appear, on the whole, that a larger proportion of 
Indian ground-nut exports have been directed to the United 
Kingdom as a result of the preference. The preference has 
also enabled India to supply a major, if constant, propordon 
of an expanding market. 

Much the greatest part of Indian exports, however, has in 
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the past found its way to the crushing industries of the con¬ 
tinental countries, principally France, the Netherlands and 
Germany.* A noteworthy fact about this part of tlie trade 
is the serious decline during recent years of exports to France, 
which until 1933-4 India’s principal market in Europe. 
Now French imports fall into t\vo classes : undccorticated and 
decorticated. Imports of the former are on the whole expand¬ 
ing, of the latter declining. The predominant source of 
supply for the former, growing imports, is French West Africa, 
for the latter, shrinking imports, is India and British West 
Africa. Moreover, the comparatively small imports of 
undecorticated nuts from the latter sources have entirely 
ceased. On the other hand, imports of decorticated nuts 
from French West Africa started in 1934. 

Taxation was imposed in France for the first time on foreign 
oil-secds in August 1933. It was increased in September 1934, 
and again in May 1935 and conferred a big differential 
advantage on French Colonial imports.* The British Ottawa 
ousted French West Africa from the United Kingdom market 
in the interests of India and British West Africa. The French 
‘ Ottawa ’ has in turn wreaked signal retribution on Indian and 
British West African exports by progressive substitution for 
them of French West African imports. Here, at any rate, the 
relation between Ottawa preferences and the trend of trade 
policy in other countries appears to be rather close. 

In respect of Germany, the main loss to India has resulted 
from the trend to autarchy, prompted by various motives and 
promoted by different methods. There has, besides, occurred 
some relative displacement of Indian exports by imports from 
other countries : in 1931, India supplied 402,000 out of 

* The phenomenon is largely accounted for by a difference between the lines 
on which the oil crushing industry developed in the United Kingdom and on the 
^ntinent of Europe. In the United Kingdom^ the industry was primarily 
interested in supplying concentrated foods to farmers^ while on the Ck>nuncni the 
m^n objective was the development of the edible oil industry^ the cake or residue 
being the by*product. Thus in the United Kingdom* the demand at first was 
primarily for seeds with a low oil content, such as cotton seed ; on the Continent 
for nuts or seeds with a high content such as ground-nuts. The positioiu arc now, 
however, gradually approximating (Imperial Economic Commitlce: Eighth Riport 
on Functions and Work, 1927). 

* The duties on decorticated and undccorticated ground-nuts were about 
doubled by announcement on 28 May i935> from 11 *4 and 8*3 francs per 
100 kilograms respectively to 22*4 and 16*3 francs per 100 kilograms {Board 
of Tradt Joitmal^ 6 June 1935). 
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486,000 tons of the decorticated ground-nut imports into 
Germany; in 1936, she provided 211,000 of 290,000 tons. 
Indian exports have thus been made to bear the main brunt 
of Germany’s restrictionist regime. 

On the whole, if the reaction on French policy is accounted 
for, the preference in the United Kingdom conferred no easily 
recognizable positive benefit on Indian exports. But if the 
new French policy is now more or less a setded fact, preference 
in the United Kingdom is necessary to protect the important 
and steadily growing trade mth that country against the certain 
recession that must otherwise overtake it. It is essendal as a 
safeguard against a fate similar to that which befell French 
West African exports in the United Kingdom market. 


Pig Lead^ 

(;^o* 64 millions, ;(^3'9i millions ; Rs. r -04 crorcs, Rs. i *78 
crores) 

Pig lead is entirely a product of Burma and docs not now 
appear as an export of India. A study of the facts of trade 
shows that Indian pig lead has not been able to maintain its 
ground in the United Kingdom market in the face of strong 
competition from the efficient and organized industries of 
Australia and Canada. Imports from these countries have 
expanded rapidly and continuously, those from India had 
until 1935 completely failed to respond to the combined 
stimulus of preference and an enlarged total demand. The 
percentage of imports from India declined from 16 in 1931 

to 13 in I 935 > 'vhilc that of other Empire countries increased 
between the two years from 50 to 83. 

Production too has been expanding in the two Dominions, 

but has remained small, and for some years stationary, in 

India.* On an average from 1933-4 to i935‘6, 88 per cent 

of the total Indian output was exported and the principal 

part of the exports went to the United Kingdom, her relative 

share being 84, 64 and 62 per cent respectively in the three 
years. 


• Preference 10 per cent ad poiortm. 

1 °^ conditioiu of production sec J. C<^n Brown, India's Mintral WtalA 
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4. Group IV : Individual Commodities 

Tobacco^ Unmanufactured 

(:£‘ 305 .oop. £10-4 millions ; Rs. 39 lakhs, Rs. 81 lakhs) 

Empire, including Indian, tobacco has received preference 

in the United Kingdom market for nearly the last twenty years, 

and the present rate of preference came into effect as far back 
as I July 1925.* 

The relative position of India, the Empire and foreign 
countries in the United Kingdom market is shown below. 


Table XXXV 

ImpoTls 0/ Tobacco {Unmanufactured) into the UniUd Kingdom 


From 

« 9»5 

\ *928 

9 

! 1929 

I 1930 

'932 i 1936 

India 

Empire Countries .. 
Foreign Countries 

Total 

7-9 

1 '^*3 

9-3 

1 ‘3 

1 

9-2 ! 13 7 

>9 

170 

43 

•75 

3 » 

209 

35 

202 

48 

127 

\ 53 

, 218 

189 ' 

216 

' 240 

*37 

«75 

271 

India, per cent 
Empire, per cent 

10 

r? 

20 

38 \ 
13 

1 

5-5 

/5 

1 

' 5 

20 


Total imports into the United Kingdom were rising steadily 
till 1929, declined steeply to 1932, and have advanced con- 
^uously since, the record level of 1929 being much surpassed 
in 1936. On the whole, apart from temporary recessions, a 
continual increase, more marked before the depression than 
since, has gone on in imports from the Empire countries : 
their relative share doubled from 10 per cent in 1925 to 20 
per cent in 1928. The preference seems to have been an 
important factor contributing to this increase** 

following rales of duty were pul inlo force on unstripped and stripped 

respectively with effect from the following dates : 
foer between 8s. ad. and 9s. ojd., 23 April 1918; stripped 

-s/r 9 ®* ^3 April igi8—preferential rate : fivc- 

Rw 17-^^ rate, 1 September 19^9 i three-quarters of full rate, 1 July, 1925. 
t/.. £ ^i^unce Act of the following year the preference was stabilized at the 

‘ >926. By Arude 6 of the Ottawa Agree- 

penod has been extended to 1942—ten yean from the date of the 


agreement. 

s • 


ani4 has been of the greatest value to the Empire tobacco industry 

p_ been the principal cause of the steady increase in the consumption of 

^re tobacco in the United Kingdom.*— An Economic Survey ^ the Colonial 
193a, p. 450. ^ ^ 
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Meanwhile, a striking shift in the composition of United 
Kingdom consumption of smokable products from pipes to 
cigarettes with a corresponding change from dark to light 
tobaccos has been in progress.’ 

Now the expanding imports of light tobacco arc derived 
preponderantly from foreign sources, the shrinking imports 
of dark tobacco, largely from Empire sources.* Again, of 
the Empire countries Southern Rhodesia and Nyasaland 
arc foremost as producers of light tobacco and they 
benefited most from an increase in the rates of preference 
in 1925. 

There appears to be a slight tendency over the period as a 
whole for imports from India as well as the proportion of such 
imports to increase. There is, similarly, some tendency to 
increase in the absolute volume as well as the proportion of 
Indian exports sent to the United Kingdom over a long term 
of years.* The preference has apparently been of some small 
value.* 

A comparison of the respective figures of quantity and 
value shows that exports to the United Kingdom arc 
made up generally of better quality tobacco. Indian 
production, however, consists mostly of the darker pipe 
varieties. Although the output of the cigarette types is 
now increasing, the demand from the growing cigarette 
industry at home is large enough to absorb the increasing 
output and there is little exportable surplus left to cater 
for the changed and changing nature of the United 
Kingdom demand. 


' The share of light tobacco in the total United Kingdom consumption increased 
from per cent in 1907 to 59 per cent in 1924 and 88 per cent in 1935 
imperial^onomic Committee: J^inth Rtport on Tobateo, 1928 ; Uniltd Kingdom 
Tradt Rtiums, 1935). 

* Of the imports of light tobacco in 1937, 202 million lb. were imported firom 
foreign countries and oiny 34 million lb. from the Empire, while of dark tobacco, 
24 million lb. were derived from the Empire against to million lb. from the non* 
Empire countries. 

3 This proportion was 41 per cent in 1929*30, ^ per cent in 1933-4, 47 

per cent in 1936*7. Total exports showed no denmte tendency either towards 
increase or decrease. 

4 It is an error, however, to base conclusions regarding the effecU of the pre* 
ference on an oburvation of the hgures since 1931 only. See, for instance, the 
two Departmental RtporU on the working of the Scheme of Preferences (FtrJl 
Report, 1934, pp. 68^ ; Sttond Report, 1935, pp. 81*2). 



PREFERRED EXPORTS ; INDIVIDUAL 


9 ' 


Coffee^ 

(;C242,ooo, £4 millions ; Rs. 28 lakhs, Rs. 95 lakhs) 

The United Kingdom demand is all for mild coffees of the 
finest quality. Costa Rica among foreign countries and British 
East Africa among Empire countries are the principal sources 
of United Kingdom imports of nearly equal importance, 
against which India, contributing barely 10 per cent of 
United Kingdom supplies, has to compete.* 

It is necessary to extend the inquiry into the effects of the 
preference over a long enough period to discount the influence 
of an important characteristic of the coffee crop—the extreme 
variability of its yield from year to year.* 

In Appendix D are shown the five-yearly moving averages 
of the relative shares of India, the Empire and foreign countries 
of the total United Kingdom imports. From there it appears 
that the Empire has continually gained ground at the expense 
of foreign countries. In 1929, 1930 and 1935 the 

Empire’s proportion of gross imports marked a new record, 
being 47, and 53 per cent respectively in the three years. 
The five-yearly moving average increased from 42 per cent 
during the period 1924-8 to 46 per cent for 1932-6. But Costa 
Wca, too, maintained her share of gross imports and, indeed, 
increased it from 36 per cent for 1924-8 to 38 per cent after 

that. Other foreign countries have thus been gradually 
squeezed out. 


Within the Empire, until 1933, the continuous and 
though necessarily somewhat spasmodic advance 
of British East Africa stood in marked contrast to the 
widely fluctuating, yet on the whole non-progressive and 
latterly declining imports from India. After 1933, the trends 
appear less definite. 

As regards the effect of the enlarged preference since 1932, 

.jh- duties on coffee in the United Kingdom in operation on and from 

le dates have been : per cwt., 5 April 1916 ; ;Cf83 per cwt., 

5 fh f 1?^^^ cwt., 5 May 1924. The preferential rale was nve^sixUu 

inc full rate from i September 1919, the amount of preference thus working 
4 <i- per cwt. TTiis has been increased to 9s. 4d. from 17 November 

*932. 

great bulk of the tea supplies (other than those of China) is both 
produced and consumed within, the fin^h Empire, the great bulk of the coffee 
PRU® “ both produced and consumed outside the Empire. 

. 4 ®® iroperial Economic Committee in their /fuutarUh Riport on Coffu^ 1931, 

g ve instances of the ‘ very wide variations in yield from season to season 
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there is no perceptible tendency to increase in the imports 
from India or the other Empire countries. 

On the side of India, too, total exports as well as exports to 
the United Kingdom show wide variations from year to year. 
On the whole a slight tendency to decline in the relative share 
of the United Kingdom is noticeable. Apparently the 
influence of the preference has been unimportant.' 

The present specific rate of preference works out on 1936 
prices at about 6 per cent ad valorem, against the previous rate 
of less than 1 per cent ad valorem. The Committee of the 
Assembly appointed to examine the first year’s working of the 
Scheme of Preferences recommended that the Government 
should consider the possibility of securing an increased pre¬ 
ference for Indian cofTec. The facts of the trade appear to 
lend support to this recommendation. 

Spices* 

19,000, ;^;798,ooo ; Rs. 6-5 lakhs, Rs. 87 lakhs) 

India’s share of the United Kingdom import trade has been 
small and rapidly dwindling, dropping from 15*5 per cent 
in 1931 to 3-2 per cent in 1935.’ 

The Indian exports of spices have also been declining 
steadily throughout the period under review. The decline 
has been much more severe in exports to the United Kingdom 
than to other countries, the relative share falling from 5 per 
cent in 1931-2 to a bare i per cent in 1935-6.* 


Vegetable Non-essential Oil^ 

{£\0‘i,ooo, £21 millions; Rs. 15 lakhs, Rs. 30 lakhs) 
The great variety of non-essential vegetable oils enjoying 
preference on import into the United Kingdom include 


* I ndia contributes an insi^ificant proportion of the coffee supplies of Germany 
and France. Indian coffee is used there as a blend to impart flavour to the 
coarse coffees of America and the demand for it is complementary, and not 
competitive, to American coffee. The French import quota system does not 
appear to have worked harshly in the case of this article. The very sm^l German 
imports of Indian coffee in 193 U 3* *000 out of 3* 13 million cwt., dwindled away 
to a bare one-fifth in 1936 (0,000 cwt,). 

* Preference 10 per cent ad tWer/m. 

5 In 1936* it improved to 6*4 per cent, but the improvement was relative, 
not absolute. 

* In 1936-7, it recovered to a per cent. 

^ Preference 10 per cent ad vcicffm from 1 March 193a ; 15 per cent from 
I January 1933. 
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castor oil, ground-nut oil, coconut oil, linseed oil, rape seed 
oil and sesamum oil.’ Of these, castor oil and ground-nut oil 
are the most important from the point of view alike of total 
exports from India and of exports to the United Kingdom, 
though rape, sesamum and coconut oils form a much more 
important item in home production and consumption. 

Certain peculiar features of the trade in this group of 
commodities make the delicate mechanism of demand, supply 

and price highly complex in its operation, and obscure tlie 
working of the preference. 

The vegetable oils, whose constant mutual competition 

produces closely intermixed effccu, are a much wider and 

vaster group than the one formed by India’s exports. They 

include in the order of importance of their production (by 

weight) cotton seed oil, ground-nut oil, coconut oil, linseed oil, 

lard, soya bean oil, olive oil, sunflower seed oil, tallow, palm 

oil, rape seed oil, palm kernel oil, sesame seed oil and others.* 

^1 these together constitute the several alternatives for 

important uses in which India’s exports have to compete for 

employment. They have, again, to meet the important 

competition of animal oils, principally whale oil, which is a 

substitute material for the manufacture of margarine and 
soap.3 ® 

There is now no oil for which there are not several alter¬ 
native uses ; equally there arc no important uses for which 
several alternative oils are not available. This fact causes 
the fluctuations of the supplies of individual commodities to 
have little effect upon the price and, therefore, the demand 
for these commodities. 

of vegetable oils from India increased con¬ 
siderably from I *38 million gallons during the pre-depression 
^ennium 1927-30, to i *9 million gallons (valued at Rs. 30 
lakhs) in 1931-2. The relative share of the United Kingdom 


artirl cent ad valorem was imposed on foreign imports of these 

bv fK rv Import Duties Act. It was increased to 15 per cent ad valorem 
a A ■'***''^* Agreements Act, with eflect from 17 November 1032. 
j Survey qf the Colonial ^npite, 1935, p. 499. 

(•i\ v»es of fatty oils are: (i) for the manufacture of margarine; 

|5 O'^ufacturc of cooking oil and compound lard for edible fat, and for 
in^ • purposes ; (3) for the manufacture of soap, detergents and glycer- 

and^ l niMufacturc of paint, varnishes and linoleum ; {$) as lubricants ; 

lightin ^ U ^tner industrial purposes^ sucli as the manufacture of candles and 
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advanced remarkably from a quarter to a little over one- 
half. In 1932-3, total exports advanced further to 2-44 
million gallons (Rs. 38 lakhs) and the United Kingdom share 
went up to 60 per cent. Since then there has been a recession 
and revival of total exports, accompanied by a more than 
proportionate decline and recovery in the United Kingdom 
share, to 34 per cent in 1934-5 45 P^r cent in 1936-7. 

The preference appears to have effected no decisive shift 
in the trend of Indian exports. 

Castor Oil 

United Kingdom imports of castor oil were 4,300 tons in 

• 93 ® against 3,300 tons in 1931. The Indian share was 
respectively 4,100 tons and 2,100 tons. The percentage of 
imports from India has thus increased between the two years 
from 64 to 95. 

Exports from India increased from a million to a million 
and a half gallons between 1931-2 and 1936-7. Of these the 
United Kingdom had 70 per cent and 68 per cent respectively. 

Both sets of statistics show a small benefit from the prefer¬ 
ence in respect of the small trade in this article. 

Ground-nut Oil 

The small United Kingdom imports of ground-nut oil were 
reduced by 70 per cent {from 13,200 tons to 3,700 tons) in 
1932 as a result of the tariff on the foreign article. There 
was a spurt to 7,800 tons in 1935, but imports receded to 
5,300 tons in 1936. 

The share of India jumped from 5 to 95 per cent between 

• 93^ and I 933 > fell violently, and rose steeply again in 
1936 to 88 per cent. 

The extremely variable character of the demand for this 
article, due perhaps in a large measure to the fact that it can 
be substituted for, as well as replaced by, a great variety of 
other products, is fully reflected in the figures of exports from 
India. No consistent expansion in the United Kingdom 
demand is revealed by them. 

The preference would appear to have been of some value, 
but the competition which ground-nut oil has to face comes 
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from such wide and varied sources that it can hardly safe¬ 
guard the market for this commodity> unless supplemented 
by a tariff on all compedng substances. It was appreciation 
of this fact of indirect foreign competition that led the 
Sub-committee of the Imperial Council of Agricultural 
Research to recommend to the Government of India ‘ that 
Government of the United Kingdom be approached with 
a proposal to impose an import duty on all foreign fats, oils, 
and oil-seeds, which compete with oil-seeds produced in the 
Empire 

The trade with the United Kingdom in other vegetable oils 
such as linseed, coconut, rape and sesamum oils, is hardly 
yet of any importance to deserve notice here.* 


5. Group V : Individual Commodities 

Whtat 

(;C* 33 >ooOj ;C30*4 millions; Rs. iolakhs,Rs. i5lakhs) 

A preference of as. a quarter or about 4d. a maund has 
been granted on imports of wheat into the United Kingdom 
from the Empire countries. Until 1935-6, the preference 
did not prove of any appreciable value. India had hardly 
an excess of production over her own requirements for internal 
consumption with a normal crop at the then prevailing level 
of world prices. This level remained depressed below Indian 
export prices, owing to a state of over-supply in relation to 
existing demand and a consequent huge accumulation of 
stocks. Far from there being any exports of Indian wheat, 

* Indian Crop Planning Cot\frTtnc*, Simla, 1934. 

Indeed the only advantage that has been said to nave accrued from the 
prcfcrwc« on such oib is that of rendering eflcciive the ‘ protcciion of othif 
vegetable oils* (first Departmental Rtpmt). Now these 'other oils* arc ground* 
^^tor oils. But castor oil is not in general competition with me bulk 
k used mainly as a lubricant and for medicinal purposes. So 

that these * other oils ’ are reduced to only ground*nut oil. On the other hand, 
too, the duty on linseed oil cannot be correctly said to protect imports of Indian 
ground-nut oil, for the former is principally a drying oil and is not in effective 
with the latter. In fact the development of domestic crxishing 
ind^trics in the United Kingdom was the most important objective, and appears 
to have been the most important net effect, of the recent tariff adjustments in 
of vegetable oil-seeds and oils. They have afforded protection to the 
United Kingdom finished article (oils) and preference to the Empire-grown 
raw products (nuts and seeds) ; the imports of oils were predominantly from 
fore^ sources and were restricted by the tariff (of 15 per cent) ; the imports 
raw material were largely derived from Empire sources and were little 
affected by the tariff (of 10 per cent). 
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it had to be protected in the home market against foreign 
imports. 

In the last two years, 1936-7 and 1937-8, conditions have 
been increasingly favourable to export. Large exports, 
most of them directed to the United Kingdom, have therefore 
taken place. The amount of exports in 1936-7 was 232,000 
tons (Rs. 2-1 crores) of which 210,000 tons {Rs. i -88 crores) 
went to the United Kingdom. It rose to 460,000 tons 
(Rs. 4 62 crores) in 1937-8, the United Kingdom share being 
290,000 tons (Rs. 2-91 crores). 

The preference which the Indian Delegation regarded 
largely as of potential value in the case of India, has now 
become operative. It is diHicult, however, to assess the 
measure of advantage conferred by it, as the other factors at 
work like conditions of production and demand are so much 
more important than the preference. 

Cotton Manufactures^ 

(;C 50 .ooo> millions ; Rs. 17 lakhs, Rs. 4-82 crores) 

Exports of Indian cotton manufactures to the United 
Kingdom, mostly in the category of handkerchiefs and shawls, 
are a small, specialized and insignificant part of the total 
trade. Exports to Colonial markets, also entitled to prefer¬ 
ence under terms of the Ottawa Agreement, arc considered 
in a later chapter.* 


• Prcferenlial rate—free; general rate—10 per centaloo/orm from i March 1932; 
20 per cent from t January 1933; and from 1 January 1935, the same rate for 
cotton as for woollen carpeu and rugs, etc., and 30 per cent for lace and lace 
nets of all kinds. 

* See below Chapter IX, 3. 



Chapter VI 


THE EXPORT TRADE AND PREFERENCES : 

SUMMARY OF EFFECTS 

I. Preferred Exports 

It is now possible to take a comprehensive view of the Indian 

export trade in both preferred and non-preferred commodities 

and to sum up certain conclusions suggested by the survey in 
the foregoing pages. 

Preferred Exports 

The following table summarizes the exports of all preferred 
commodities included in the five groups dealt with above as 
well as their changing distribution between the United 
Kingdom and other countries from 1931-2 to 1936-7. 

Table XXXVI 


Exports of cU Fnftrred Commoditiis from India 

(Rj. crores) 


To 


• 

i 93«-3 

0 

1933-4 

> 934-5 

> 935 *^ 

1938-7 

United Kingdom 
Other Countries 

Total 

* * »• 

United Kingdom, 
per cent .. 

22*3 

670 

28-7 
56* I 

34-8 

53-7 

35-4 

49-8 

35-8 

54-8 

436 

659 

99-3 

84-6 

88-5 

852 

1 

90*6 

> 09'5 

33 

34 

1 

39 

4 » 

40 

40 

Indices 

United Kingdom 
Other Cotuitries 

JOO 

100 

100 

89 

85 

108 

80 

89 

1 10 

U 

ttl 

83 

91 

t to 


Total exports of preferred articles declined sharply in 
t932j3, oscillated till 1935-6 with a slight upward tendency, 
and in keeping with the rising general trend of trade revived 
appreciably in 1936-7 to a level above that of 1931-2 by 
Rs* 10 crores, or 10 per cent. 
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Exports to the United Kingdom fell relatively less than 
exports to other countries in 1932-3, went up considerably 
in the very next year, maintained a slight but steady upward 
trend in the two years following, and experienced a marked 
revival again in 1936-7. In that year they were higher 
than in 1931-2 by over Rs. ii crorcs or 35 per cent. 

Exports of preferred articles to other countries continued 
their uninterrupted decline till 1934-5, when they were down 
by about one quarter. After that they increased, rather 
rapidly, and in 1936-7 nearly attained the level of 1931-2, 
being actually less by about Rs. i crorc. 

The proportion of preferred exports taken by the United 
Kingdom increased from 33 per cent in 1931-2 to 42 per cent 
in 1934-5. receded to 40 per cent in 1935-6 and 1936-7. 

The following table shows the distribution of the United 
Kingdom import trade in commodities on which preference is 
accorded to India. 


Table XXXVII 

Uniud Kingdom Imports of Articles on which Preference is Granted to India^ 


{£ millions) 


From 

> 93 ' 

1932 

1 

'933 

' 1 

1 >934 

'935 

1936 

India 

Other Empire 

26-6 

24*2 

27 

1 28*6 

n 

34 ' 

Countries 

■ 7-7 ; 

* 7-5 

i6-6 

18*2 


■9 

All Empire Countries.. 

! 44-3 

4»‘7 

436 

46*8 

46* 1 

53 -> 

Foreign Countries 

3'-9 

^ 4-5 

20*9 

27*6 

27-9 

28*8 

Total 

76*2 

66*2 

645 

74-4 

74 - 

8t *9 


Percentages 


India 

Other Empire 

35 

36*6 

4'*9 

384 

38*4 

417 

Countries 

23-1 

26*4 

25-7 

24*6 

23*9 

23-2 

All Empire Countries.. 

58’« 

63 

676 

63 

62*3 

84*9 

Foreign Countries 

4'-9 

37 

3 a -4 

37 

37-7 

35 * 

Total 

too 

100 

too 

too 

1 

too 

too 


figures are ibe total of the four groups into which the preferred exports 
of India have been divided. ^ The fifth group b excluded, because, until 1935^ 
onlv one^half per crat of the imports of articles in it were derived fiom IndiA ; its 
inclusion would vitiate the agg^ate results in respect of other groups. 
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Oyer the period as a whole, from 1931 to 1936, the pro¬ 
portion of articles on which preference is extended to India, 
derived from India, increased from 35 to 42 per cent, that from' 
foreign countries decreased correspondingly from 42 to 35 per 
cent, and from the other Empire countries was the same— 
23 per cent in both years. Within the period, important 
oscillations had occurred in these relative shares. By 1933, 
the percentage of imports from the other Empire countries as 
well as India had distinctly improved; pari passu, the pro¬ 
portion of foreign imports had steeply declined. From 1933 

i 935 » the relative share of India as well as other Empire 
countries steadily but visibly receded, that of foreign countries 
underwent a marked improvement. In the last year, there 
was a sharp rise in India’s share to the level of 1933, a small 
decline in the share of other Empire countries to the level of 
* 93 *> an appreciable fall in the share of foreign countries. 

In absolute terms, comparing 1936 with 1931, India had 
gained an addition of trade to the extent millions, 

the other Empire countries by a little over £\ million, the 
Empire as a whole by ^^9 millions, while the foreign countries 
had lost custom by over £‘^ millions. While these results 
appear more favourable to Indian exports in 1936, their general 
nature was the same in other years after the grant of prefer- 
cnec. Thus in 1935 against 1931, United Kingdom imports 
from India had increased hy £1^ millions, from other Empire 
countries had remained about the same and from foreign 
countries had gone down by £^ millions. 

India s share of the United Kingdom market for preferred 
imports thus increased alike as compared with the other 
Empire countries and foreign countries. TTic increase has 
been marked in certain years since the grant of preference 
and moderate in others : in all the years, however, it has been 
unmistakably evident. 


The trends in the direction of trade in regard to various 
groups of commodities may here be briefly summarized. 

The largest increase of exports to the United Kingdom took 
place in the second group,* from Rs. 2 • 8 crores in 1931 -2 to 4*7 
crores in 1935-6 and 7*3 crores in 1936-7 ; precisely of this 


* Rice, linseed, paraffin wax, woollen carpels and rugs, bran and pollard and 
nee meal and dust, oil-seed c^ie and Tn^\ 
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group the exports to non-British markets suffered the heaviest 
decline, from about 22 crores to 14 crores in 1935-6 (14! crores 
in 1936-7) : the percentage of exports to the United Kingdom 
went up from 12 to 34. As has been already mentioned 
and will be explained presently, a relation of cause and 
effect does not obtain between these two directly contrary 
trends : the decline in exports to other countries occurred 
largely for reasons independent of Ottawa, though preference 
in the United Kingdom was sometimes responsible for such 
reduction through a diversion of supplies to tliat country, 
c.g. in the case of linseed. On the side of the United Kingdom, 
too, there was an increase in Indian imports of this group 
from £,2‘Q> millions in 1931 to millions in 1935 and 

millions in 1936 ; other imports in the meantime 
declined from millions to £5'5 millions ; the relative 

share of India improved from 24 per cent to 54 per cent. 
The increase was preponderantly due to linseed, imports of 
which were also abnormally low in 1931. For the rest, it 
was fairly generally spread over other items in the group 
excepting paraffin wax, which went down for special reasons.* 
There was a small increase of a little over i J crores in the total 
exports of articles in the first group,* from Rs. 33} crores to 
35J crores between 1931-2 and 1935-6. Exports to the United 
Kingdom went up by half a crore from 8*8 to 9-3 crores. 
The United Kingdom share was 26 per cent in both years. 
In 1936-7, the total exports increased by a little over 6 crores of 
which nearly 2^ crores went to the United Kingdom, whose 
relative share advanced as a result to 28 per cent. India’s 
position in respect of these commodities is strong in the United 
Kingdom as well as in the other markets of the world : this fact 
at once limited the possible value of the preference in the 
United Kingdom and the liability to loss in other markets. The 
United Kingdom imports of Indian commodities in this group 
were £6-6 millions in 1935 against £6*8 millions in 1931 ; 
other imports declined meanwhile from £2*6 millions to 
£o‘g millions; the proportion of Indian imports went up in 
consequence from less than 73 per cent to over 88 per cent. 


• See above Chapter V, a, 

* Jute manufactures, tanned hides and skins, coir yam and mats and matting, 
teak wood, castor seed and raw goatskins. 
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In 1936, the imports took a leap by millions, most of them 
(;C2-8 millions) being derived from India. The increase 
occurred mainly in jute manufactures and tanned hides and 
^ns, but also extended to teakwood and raw goatskins. 
The preference enabled India to participate in a larger 
measure than she could otherwise have done in the great 
expansion of the United Kingdom market in 1936. 

Exports to the United Kingdom of articles in the third 
group also increased from Rs. 19^ crores in 1931-2 to 20J 
crorcs in 1935-6 and 2ii crores in 1936-7. Exports to other 
countries declined from 12J crorcs to 7 crores in 1934-5, 
recovered remarkably to 14^ crores in 1936-7. The relative 
share of the United Kingdom was 60 per cent in the last year 
against 61 per cent in the first, but had been as high as 75 per 
cent in 1934-5. The United Kingdom on her side derived in 
193* less than 47 per cent of her imports from India 
millions out of ^^35 millions). This proportion rose to 52 per 
cent in 1933 and fell again to a little over 48 per cent in 1936 
(£17 millions out of ;(^35 millions); the other Empire countries 
improved their share from 37 to 43 per cent over the five years ; 
the proportion contributed by foreign countries contracted 
meanwhile from 16 per cent to 9 per cent. The small increase 
in imports from India was mostly accounted for by ground¬ 
nuts but partly also by pig lead. As such it was due more to 
expansion of total demand than to preference. Serious loss 
to Indian ground-nut exports to foreign countries, in particular 
France, was an indirect result of Ottawa. 

The fourth group’ is a small one. A slight absolute as well 
as relative increase of exports to the United Kingdom took 
place, from i *04 crores or 24 per cent in 1931-2 to 1*2 crores 
or 27 per cent in 1936-7. The United Kingdom increased 
hCT imports of Indian commodities in the group from £o‘^ 
millions to millions, and her total imports from £21 

millions to ;^24 millions. The Indian imports of all the 

in the group increased more or less appreciably, 
in a relative sense ; of spices alone suffered catastrophic 

extinction. 

j ground-nutj aod pig lead. 

unmanufactured and manufactured, cofTee, spices, pubes and beans, 
vegetable 01b and bones and manures. 
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The main items in the fifth group arc wheat and cotton yarn 
and manufactures.' Total Indian exports in this group fell 
from Rs. 5;^ crorcs to 3J crores by 1935-6, all on account of the 
decline in cotton manufactures. They rose to 6J crores in 
1936-7, due largely to emergence of wheat exports (to the 
extent of 2 crorcs) and partly to an increase of cotton manu¬ 
factures (by I crorc). Ninety per cent of the exports of 
wlieat being consigned to the United Kingdom, the proportion 
of total exports of all commodities in the group taken by that 
country naturally increased to 36 per cent in 1936-7 from 
9 per cent in 1931-2. 

2. Non-Preferrfd and Preferred Exports 

The relative movements of non-preferred and preferred 
exports and their distribution between the United Kingdom 
and other countries may now be examined. 

First as regards non-preferred exports : after a drop ini932-3, 
more marked in the case of those to the United Kingdom than 
to other countries, the exports made a quick, consistent and 
remarkable advance, much more in the case of the United 
Kingdom than of other countries. By 1936-7, exports of 
non-preferred articles to the United Kingdom had nearly 
doubled since 1931-2 (and had increased to two and a half 
times their amount in 1932-3) ; exports to other countries had 
gone up by nearly half of their value in tlie first year ; total 
non-preferred exports were up by more than half. 

A reference to the indices of total exports of all articles 
and of preferred and non-preferred articles will show that 
there was a decline of 15 per cent in the value of Indian export 
trade in 1932-3, which afifected non-preferred exports rather 
more than preferred exports. From 1932-3 bothclassesof exports 
began to expand, but at very different rates. Till 1935-6 
the expansion of preferred exports was small and irregular— 
7 per cent—that of non-preferred exports, on the other hand, 
was continuous and considerable— 47 per cent. In 1936-7 
both preferred and non-preferred exports made rapid recovery, 
the latter again more than the former. 

^ Other commodities included in ihe group are barlcy» magnesite, granite sets 
and kerbs, other hardwoods and sandalwood oU. 
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Table XXXV'III 


ExpofU of Pion-Pufmed and Prtjerred ArtieUs U> the UniUd Kingdom and other Counities 


To 

1931*2 

1932-3 

‘ 933-4 

i 

I ‘ 934-5 , 

‘ 935-6 

1 

1 >936-7 

United Kingdom 

Other Countries 

Non-Pre/erred ArticUs (R5. crores) 

10*6 8*1 1 12*4 12*5 

46 ! 393 1 464 539 

14 7 

55 2 

20 * 1 

67 3 

Total 

' 566 , 

1 47-4 

588 

66-4 

69*9 

; 87 4 

United Kingdom, 
per cent 

td 

1 

^7 1 

1 

2 t 1 

[ 

*9 

9S 

^3 


United Kingdom 
Other Countries 
Total 


NorfPn/emd ArtxcUs : Indices 


JOO 

76 

i 117 

1 it8 

, '39 

190 

ICO 

85 

99 

“7 

120 

146 

100 

84 

{ 102 

' “7 

^ 123 

'54 


United Kingdom 
Other Countries 
Total 


Pufared Atlkla : 
too 89 

100 84 

100 85 


Indices 
to 8 I 
80 

89 


110 


111 
83 


'35 

98 

110 


United Kingdom 
Other Countries 
Total 


All ArticUs : Indices 


100 

86 

110 

1 12 

118 

148 

100 

84 

89 

92 

97 

! iw 

too 

85 

94 1 

97 

103 

r 126 


J/cn^Pre/<rrfd ArticUs : Percentage of total exports 

I 363 I 35-9 I 39-9 I 439 I 435 I 44-5 


Exports to the UniUd Kingdom : Percentage of total exports 


27-5 


97-8 


380 


31 -6 


3»5 


323 


A comparison of the indices of preferred and non-preferred 
exports to the United Kingdom and other countries respec¬ 
tively brings out the operation of two broad tendencies in the 
character and distribution of India's export trade during the 
duration of the Ottawa Agreement, (i) The tendency to a 
relatively greater expansion since 1932-3 of non-preferred than 
of preferred exports appears both in the case of the United 
Kingdom and of other countries. (2) The tendency to a 
relatively greater increase of exports to the United Kingdom 
than to other countries is apparent both in the case of preferred 
and of non-preferred articles. The first tendency is more 
pronounced than the second. This is evident fi-om the fact 
that the percentage of non-preferred exports of all exports 
increased from 36 to 45 between 1932-3 and 1936-7, while the 
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percentage of exports to the United Kingdom of total exports 
increased in the meantime from 27-8 to 32*3. 

The second tendency though less marked was, nevertheless, 
important and significant ; the proportion of non-preferred, 
no less than of preferred exports to the United Kingdom 
increased during the period of operation of the preferences 
from 18 per cent to 23 per cent. (Of preferred exports, as 
already observed, the percentage of exports to the United 
Kingdom was 40 in 1936-7 and 42 in 1934-5 against 33 in 
1931-2.) The tendency to increased reliance on the United 
Kingdom market is thus seen to have been uniformly char¬ 
acteristic of all exports, non-prefcrrcd as well as preferred. 

As a result of these two tendencies, one more important 
than the other, the order according to the extent of increase 
between 1931-2 and 1936-7 of the four broad currents of 
exports has been : non-prcfcrred exports to the United 
Kingdom (90 per cent) ; non-prcfcrred exports to other 
countries (46 per cent) ; preferred exports to the United 
Kingdom (35 per cent) ; preferred exports to other countries 
( — 2 per cent) ; tlie first showed the largest increase, the last, 
an actual small decline. 

What, in the first place, accounts for the pronounced 
tendency towards the relatively greater expansion of non- 
prcfcrred than of preferred exports, both in the case of the 
United Kingdom and of other countries ? 

It may be stated at once that the disparate movements of 
exports of preferred and non-prcfcrred articles are not a result 
of preference. Their explanation is to be found mainly in the 
difference in the character of their commodity composition. 
The preferred articles consist, for the most part, of food and 
feeding stuffs for cattle such as tea, coffee, tobacco, spices, 
rice and other cereals and pulses, fodder (oil-cakes and rice 
meal) and oil-seeds ; and of manufactured articles like coir, 
jute and cotton manufactures, woollen carpets and rugs, tanned 
hides and skins and paraffin wax—commodities of which the 
share of world trade has declined relatively to raw materials 
in recent years. The non-preferred exports, on the other 
hand, are heavily weighted by textile fibres such as cotton, 
Jute, wool and hemp, and non-ferrous metals (raw materials 
of the steel industry). Exports of the latter experienced a 
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marked revival under the stimulus of swift recovery in the 
heavy industries ; and of the former (excepting wool) went 
up strikingly as a result of higher prices brought about by 
reduced output and increased demand.* 

Appendix E gives the changes in the exports of important 
non-preferred articles to the United Kingdom and other 
countries. 

3. Reasons for the Relative Decline of Exports to 

Non-British Markets 

What, again, are the reasons for the second broad tendency 
noticed above—the relatively greater expansion of Indian 
exports, preferred and non-preferred alike, to the United 
Kingdom than to other countries ? 

The general causes which explain the increasing relative 
share of the United Kingdom of Indian export trade have been 
dealt with earlier.* They indicate why exports to the United 
Kingdom, of non-preferred as well as preferred goods, have 
been relatively stimulated, or why such exports to other 
countries have remained relatively depressed. They may now 
be briefly restated, and a few of them may be stated more 
fully in the light of the analysis of preferred exports made above, 
and of the direction of Indian trade as a whole made below. 

Adverse Effects of Preferences 

The nature of the adverse effects of the preferences in the 
United Kingdom on India’s trade with foreign countries has 
been described at the beginning of an examination of the 
working of the preferences.* Only two instances may be 
recapitulated to illustrate the more obvious mode of their 
action. Firstly, it has been seen how the supplies of Indian 
linseed were diverted from the continental markets to the 
United Kingdom by the attraction of the preference.^ Again, 
of a second aspect of this phenomenon—intenser competition 

* On the whole, then, it appears that non*preferred exports contributed far 
more than preferred exporU to the oepansion of Indian export trade until 1936-7. 
Recovery in the demand for and prices of raw material was the main operative 
factor. 

^ See above Chapters 11 , 4 and I 1 I| a# 

^ Sec above Chapter IV, 1. 

^ Sec above Chapter V, a. 
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in other markets—ground-nuts furnish a striking instance in 
point : the exclusion of French West African supplies from the 
United Kingdom directed them in a much larger measure 
than before to the market of their home country, where they 
increasingly displaced Indian ground-nuts, which had always 
found their principal market in France.' 

Besides, certain developments in commercial policy harmful 
to India’s export trade may have been actually furthered by 
the agreements concluded at Ottawa among the members of 
an Empire with the most widespread and ramifying trade 
connexions. For one thing, the principle of close trade 
relations between France and her Colonies, which had long 
been an essential part of French Colonial policy, received 
support from the example of Ottawa. The French ‘ Ottawa ’ 
in the form of the Colonial Economic Conference in May 1933, 
and December 1934, reinforced the already strong tendency 
to economic co-ordination between the home country and the 
Colonics, and thus hit the trade of the former suppliers of 
France, including India. Again, Ottawa, however justified 
it might otherwise have been in the facts of the situation, was 
the signal for a general movement towards higher and intenscr 
protection all over the world, and did vast damage to the cause 
of economic internationalism. In this way it indirectly 
contributed to the decline of Indian exports to countries other 
than the United Kingdom. 

Self-sufficiency 

The trend to autarchy, generally more pronounced on tlic 
continent of Europe than elsewhere, has been observed to be 
more marked in food and feeding stuffs than in raw materials. 
Imports of raw materials, too, notably oil-cakes, oil-seeds and 
vegetable oils into many countries have been replaced with 
varying degrees of success by home-grown fodder and dairy 
produce and animal fats. Imports of other raw materials like 
cotton, hemp and wool, and rubber and petrol may be sub¬ 
stituted to a greater or smaller extent according to the results 
of projected schemes in countries like Germany. But on the 
whole, so far, attempts at attaining self-sufficiency in raw 
materials have been attended with much less success than 

* See above Chapter V, 3. 
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similar efforts in respect of foodstuffs. In any case, a natural 
and necessary result of such attempts has been to depress the 
level of Indian exports to countries other than the United 
Kingdom. 

Bilateralism 

In the case of raw materials,‘ it is the new grouping of 
economic and commercial relations among states brought 
about by the institution on a large scale of bilateral clearance 
and compensation agreements that has placed India at a 
disadvantage against her rivals. Bilateralism, indeed, next to 
the depression, has been the most important factor responsible, 
first, for the great contraction and, later, the slow expansion 
of Indian exports to countries other than the United Kingdom. 

4. Bilateralism and Indian Trade 

An examination is, then, necessary of the incidence of bilater¬ 
alism on the trade of India, and of the more important causes 
of this general trend, including the bearing, if any, of a general 
scheme of Imperial preference in that direction. 

An outstanding feature of the direction of India’s trade 
until 1931-2 was that her imports from the United Kingdom 
greatly exceeded her exports to that country. On the other 
hand, she had a favourable balance of trade with most other 
countries. To the United Kingdom, however, she had to 
make large annual payments on account of interest on her 
overseas debt, profits and commissions of industrial, commercial 
and financial concerns, salaries, allowances and pensions, etc. ; 
but ‘ the export surplus required for these payments was not 
obtained in trade with that country, but with other con¬ 
sumers of Indian products in all continents *.* 

This triangular character of trade has undergone radical 
changes during recent years. When the considerable shrink¬ 
age in the net balance of trade and its subsequent revival has 
been allowed for,^ the outstanding change in the direction 
of India’s trade is found to have occurred in respect of the 

' Most of the important raw materials belong to the non-preferred class. 

* lUvuw of World Trodit I935» P* 63. 

^ Indians export lurplus was Ks. 79 crorcs in 1929^30, had nearly vanished 
by i932-3> when it was 3 crores, ana revived to 77 crorcs again in 1936*7. 
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United Kingdom. With remarkable swiftness India’s heavy 
negative balance of trade with that country, 34 crorcs in 
disappeared and turned into an even balance by 
The result was brought about by a much greater 
contraction of imports from, than of exports to, that country. 
The negative balance reappeared in 1932-3, and to a smaller 
extent in 1934-5, repressed each time, and followed 

in 1933‘4 ^nd 1935-6 by an equation of exports and imports. 
In 1936-7, the unprecedented phenomenon was witnessed 
in the history of Indo-British trade of an export surplus of 
Rs. 18 crores in favour of India. 

This marked improvement in the position of India’s balance 
with the United Kingdom was, however, only the reflex and 
counterpart of the almost permanent deterioration of the 
balance of trade with Europe and other British and foreign 
countries (excepting Japan). 

These changes arc the most striking illustration of the 
tendency to bilateralism in visible as well as invisible items in 
respect of Indian trade: for the first time in the long record of 
modern trade relations between the United Kingdom and 
India, the net invisible imports from the former were directly 

paid for to an important extent by net visible exports to that 
country. 

Triangular Trade, Balance of Trade and Bilateral Trade 

As a consequence, an important change has occurred in 
the distribution of the total Indian trade between triangular 
trade (in the strict sense) and balance of trade (which together 
constitute triangular trade in the wider sense) and bilateral 
trade. Triangular trade (in the strict sense in which it is 
meant to be understood below) is the merchandise trade in 
one direction which is settled by merchandise trade not in 
the reverse direction but in another direction ; bilateral trade 
is reciprocally balanced merchandise trade ; and the balance 
of trade is the excess of merchandise exports over imports or 
vice versa which is settled not by commodity trade but by 
invisibles. For illustrating these broad divisions of total trade, 
the Indian trade figures for 1935-6 may be taken. The total 
trade of India in that year was valued at Rs. 298*7 crorcs, 
Rs. 134*4 crores of imports, Rs. 164*3 crores of exports. Of 
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this, go per cent, or Rs. 272-6 crores, of trade made up of Rs. 
124-4 crores of imports and Rs. 148-2 crores of exports, 
is analysed in the Review of the Trade of India according to 
countries of origin and destination of imports and exports. 
The excess of exports over imports of this analysed volume of 
trade or the balance of trade was Rs. 23-8 crores. The sum 
of the export balances with all countries with which export 
balances obtained was Rs. 34-9 crores ; the sum of import 
balances with all the remaining countries was Rs. 11 -2 crores. 
The total trade of Rs. 272-6 crores was thus divided into 
(i) triangular trade amounting to Rs. 22-4 crores (the import 
balances of 11 - 2 crores plus an equal amount of export balances 
against which they could be debited) ; (2) balance of trade 
(or trade settled by recourse to invisible transactions), 23-8 
crores ; and (3) bilateral trade reciprocally balanced, amount¬ 
ing to 226-4 crores, the sum of total exports less export balances 
and total imports less import b^ances. The following 
table brings out important changes in the distribution of total 
Indian trade on the above lines and therefore in the nature of 
trade relations with important trading countries. 


Table XXXIX 

Ptjctnlcgt DiitTibuiion of Indian Trade bttween Triangular Trade, Balanet of 

Tradi and Bilateral Tfcdt 



It will be seen that from 1929-30 to 1932-3 bilateral trade 
increased from 69 to 78 per cent, all at the expense of the 
balanceof trade, whichfellfromgpercent to nothing; triangular 
trade represented the same proportion of total trade in both 
years. From 1932-3 to 1935-6, the proportions both of 
bilateral trade and of the balance of trade were increasing, 
necessarily at the cost of triangular trade, which shrank con¬ 
siderably from 22 to only 8 per cent. In 1936-7, triangular 
trade practically vanished, the balance of trade swelled instead. 
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partly at tlic expense of bilateral trade as well. If the balance 
of trade settled by invisibles were also to be split up into 
bilateral and triangular trade, it w’ould be found that in 
1936-7 a substantial part (at least 25 per cent, but probably 
more) represented bilateral settlement of claims. So that 
bilateral trade in the wider and perhaps more proper sense, 
in fact increased, or did not decrease, in 1936-7. 

Such far-reaching changes call for explanation as well as 
inquiry regarding the extent to which modification in the 
fiscal system of the Empire might be responsible for 
them. 


5. Bilateralism : Motives and Effects : British 
Protectionism and Imperial Preference 

It has been mentioned above how bilateral trade treaties 
arc multiplying in number, variety and complexity as a result 
of the tendency to planned and regulated trade specially 
stimulated by the strain of the recent crisis and most prominent 
in the case of European and South American countries.* 
These treaties have naturally tended to encourage bilateral, 
at the expense of multilateral trade : of twenty-two countries 
representing over 70 per cent of world trade the proportion 
of triangular merchandise trade declined appreciably from 
18'4 per cent in 1929 to 13*8 per cent in 1935 ; a steady 
and significant increase also occurred in the proportion of 
bilateral merchandise trade from 68 m per cent in 1931 to 
74-2 per cent in 1935.* The delicate mechanism of the auto¬ 
matic balancing of claims and obligations with individual 
countries through the operation of many-cornered clearing 
has worked with only partial success. More and more, there 
has been a tendency towards equalizing merchandise transac¬ 
tions with individual countries through quotas and clearing 
arrangements. 

Clearing agreements by artificially stimulating trade between 
the contracting parties often have adverse effects on the trade 
with third countries. 

‘ See above Chapter III, a, 3 ; also Chapter I, i. 

* Rtvitw of World Trarlt, 1935, p. 65. The same review for 1937 further adduces 
evidence of the continuance of the trend to bilateralism (see p. 66f), 
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Thus, for example, debtor clearing countries in Europe had 
been largely dependent upon overseas countries for their supply 
of raw materials. Clearing agreements have rendered their 
supply of free currency scarce, and led to a reduction in their 
purchases of overseas raw materials, diverting demand to 
countries with which agreements have been concluded.* 
As a result ‘ overseas countries which used to supply raw 
materials to Germany and the other countries of Central and 
Eastern Europe have undoubtedly suffered serious losses, 
owing to the shrinkage in their trade with those countries 
India as one of the important overseas suppliers of raw materials 
to European countries has naturally been adversely hit by 
these developments, which have in effect, though not in 
intention, discriminated against her and others similarly 
placed. 


British ProUction and Imperial Preference and Bilateralism 

The adoption by the United Kingdom of protection and 
Imperial preference itself marked an important step in the 
direction of bilateralism. It has been seen above* that inter- 
Imperial trade rose suddenly from 25*7 per cent of the total 
Empire trade in 1931 to 29*1 per cent in 1932, the first year 
of the incomplete operation of the Import Duties Act, and 
steadily advanced since to 31 per cent in 1936. ‘The 
principal result of Ottawa has been to direct a certain small 
proportion of the Empire’s overseas trade from foreign to 
inter-Imperial channels.’* 

By the introduction of tariff protection in 1932, the United 
Kingdom market was to a large extent closed to the manu¬ 
factured products of Germany, the United States and the 
smaller industrial countries of Europe. And, ‘ with the 
reduction in the British imports of manufactured articles the 
amount of foreign currency available to the United States and 
the European industrialized countries for the purchase of 
primary products in undeveloped countries has been reduced 
and the prices of such products as well as the quantities 

* League of Nations : Inquhy into Clearing Agrtmtnls, 1935, p. 49. 
cf, Rivitw of World Tradt, I935> pp. 37*8s 

3 See Chapter II, 3. 

^ Economiitg 19 October 1935. 
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entering into trade have been maintained at a lower level 
than would otherwise have been the ease 

Indeed, the United Kingdom had long been the centre of a 
vastly important system of triangular clearing of balances, 
embracing within its extensive scope the agricultural and 
industrial countries alike. That system had been based on 
huge exports of long term capital from the United Kingdom 
mostly to the overseas agricultural countries. The income 
from such investments had been realized very largely in the 
form of excess imports into the United Kingdom from industrial 
countries, which in turn had an excess of imports from the 
agricultural countries.* The overseas agricultural countries 
depended for their power to transfer the debt service payments 
to the United Kingdom on exports of primary products to 
industrial countries. These in turn depended for their power 
to receive imports of overseas primary products on exports of 
manufactured goods to the United Kingdom. British pro¬ 
tectionism has dealt a blow to this indirect and delicate 
process of adjustment : the proportion of the United Kingdom 
import surplus in the trade with highly developed industrial 
countries dropped from two-thirds in 1930 to two-fifths in 
1934. ‘ This involved a partial elimination of tlie triangular 

trade movements responsible for the transfer of payments 
due to the United Kingdom.’* 

6 . The Net Effect of the Ottawa Agreement 

ON Indian Export Trade 

But have we not carried the discussion of practical policy 
on to a somewhat abstract plane ? It may be allowed that India 
■would probably have stood better without British protection¬ 
ism, without the whole system of Empire preferences, and their 
train of direct and indirect consequences. But the practical 
question still remains to be answered : given the change 
in British policy, the adoption by her of protection and an 

* League of Nations : Balarut Pajmtnls, 1934, p. t8. 

^ Thus of the outstanding British investments in 1030 amounting to £St^SO 
millions, probably only some 10 per cent were made in the Unit^ States and 
highly developed European countries. On the other band, twothirds of the 
import surplus of the United Kingdom in the same year result^ from her trade 
with these countries. 

) LtzgMt of Nations : BaUnct ^ Paymnstr, I 934 i p- 19* 
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extensive system of Empire preferences, has India’s export 
trade fared better with the Ottawa Agreement than it would 
have done without? 

A crude guess may perhaps be hazarded about the extent 
of increase in trade, if any, that miglit have resulted from the 
Ottawa preferences, if only to illustrate the order of magnitude 
involved, and the manner of its approximate computation. 
United Kingdom imports from India were millions in 

1931 out of a total of millions, or 35 per cent, and 

3^34*2 millions in 1936 out of a total of £^2 millions or 41 - 7 
per cent. If the proportion of Indian imports had not 
increased between the two years, the value of Indian imports 
would have been £2^'^ millions in 1936. The increase in 
imports from ^26*6 millions to £'2g‘8 millions may then be 
taken to be accounted for by general recovery in United 
Kingdom demand. The further increase from ;£^29'8 millions 
;C 34*2 millions represents the relative increase of imports 
from India, generally through displacement of foreign imports. 
But this, too, resulted from the simultaneous operation of several 
factors, many of them tending in the same direction. Among 
these trade diverting influences, however, the tariff preferences 
were the most important. Currency alignment between the 
United Kingdom and India was probably of less importance in 
laterthan earlier years. British protectionism, the mostimportant 
trade diverting factor, besides the preferences, is of signifi¬ 
cance when the relative share of the Empire countries of the 
tclal United Kingdom import trade is considered. In respect 
purely of preferred as distinct from protected goods, it does 
not enter the picture. The other factors, then, are such changes 
in supply and demand as, apart from the existence of pre¬ 
ference, would have led to a relative increase in imports from 
India. In the detailed analysis of the export trade in preferred 
commodities an attempt has been made roughly to indicate 
the importance of these changes in each case relatively to 
preference. Taking a collective view now of the detailed 
results in regard to individual commodities, it would appear 
Aat the combined effect of these changes in causing a relative 
increase in India’s share could not be more than the effect of 
the preferences alone. Half of the total relative increase 
of ;C 4*4 millions may then fairly be assumed to be the least 
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measure of replacement of foreign by Indian imports due 
purely to the action of preferences. But against this estimated 
gain of ;^2*2 millions in the United Kingdom market as a 
result of tariff preferences has to be set such estimated loss in 
other markets through a directly contrary process, the replace¬ 
ment of Indian by foreign imports, as might fairly be 
said to be due to the preferences in the United Kingdom on 
Indian goods (and not to the general adoption by the United 
Kingdom of the policy of protection and Imperial preference, 
or otlicr factors). In view of the generally unsatisfactory 
working of the competitive mechanism in recent years, this 
loss could not have been equal to the gain in the United 
Kingdom. It may not be far wrong to put this loss at half 
the additional market secured in the United Kingdom as 
a result of tariff preferences.* On this basis, the net addition 
to trade as a result of the operation of the Ottawa preferences 
comes to • I millions or one and a half crorcs of rupees. 

But perhaps this underestimates the degree to which India’s 
export trade has stood better with the Ottawa Agreement 
than it would have done without. The assumption is implicit 
in the above method of arriving at the net results to trade of 
the Ottawa preferences that in their absence the status quo 
before the grant of preferences would obtain. Now the absence 
of the Agreement would have meant not only the non¬ 
existence of a position of privilege for Indian exports against 
similar exports of foreign countries in the United Kingdom, 
but the existence, in addition, of a positive handicap on Indian 
exports in competition with exports from other Empire 
countries. In the event of the absence of the present Agree¬ 
ment with the United Kingdom, therefore, not only would 
this net addition of trade have been lost to India, but, over and 
above this, a further loss would have been inflicted on Indian 

‘ The most easily recognizable form in which thb loss occurs is diversion of 
Indian sports from other markets to the United Kingdom in cases where no 
substantial mesuura are taken to restrict their entry into these markets. 
The most decisive indications of thb loss are afforded in the cai ie of Iinseed» 
which has been sufficiently dealt with above, and tea, where diversion b 
suggested by the nature of control cxercbed by the Export Regulation Scheme. 
The case of ^ound-nuts b not pertinent, as the restrictive French policy was a 
result of the Imperi^ preference policy of the United Kingdom in general, and 
not of the Indo^Britbh Agreement in particular. Losses m respect of rice, oil¬ 
cakes, bran and pollard and the like were mostly the result of agricultural 
protectionbm. 
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exports to the United Kingdom as a result of unequal 
and privileged competition from the other Empire 
countries.’ At a rough reckoning this may be put at Rs. 50 
lakhs.* The total positive difference to Indian exports made 
by the operation of the United Kingdom-India Agreement 
concluded at Ottawa, in 1936, was iberefore appro.ximately 
Rs. 2 crores. This is on the whole a cautious guess and errs 
in all likelihood on the low side.^ 

These results pertain strictly to 1936, a year of phenomenal 
recovery in trade. A similar analysis for an earlier year, say, 
*935 or 1934, would reveal a smaller actual net gain of trade 
specifically assignable to the preferences in the United King¬ 
dom but a relatively larger potential gain or avoidance of 
loss in the United Kingdom markets. In any case, the positive 
difference referred to above as the sum of the actual and 
potential gain would not be materially different. 

It would be correct to maintain, then, that through the 
greater part of its period of operation, namely before 1936, the 
real net addition to trade caused by the Ottawa preferences ^vas 
of modest magnitude. In spite of much criticism of the suggested 
insurance value of the Agreement, therefore—and part of that 
criticism is justified—the Ottawa Agreement between the 
United Kingdom and India served through the major part of 
Its duration primarily as a measure of insurance against 
potential losses in the Empire markets. For that, indeed, 
it was mainly designed. No spectacular gains in export 
trade were expected to follow from its conclusion at a time of 
general economic dislocation, decline in trade and restrictive 
national policies. In 1936, however, with the general increase 
of trade, large positive results were attained : with a stronger 
relative position in the United Kingdom won with the aid 

‘ 'V^tever might be laid about the under-estimation by the Indian Delegation 
u* bdrsaining power againjt the United Kingdom, as things are, this 

higUy probable incidental result of failure to conclude an agreement with the 
United Kingdom has necessarily to be t ake n into account in anv proper estimate 
of the net results to trade of the actual conclusion of the Unitea Kingdom»India 
agreement. 

* This potential loss would have been serious in ground-nuts, pig lead, wheat 
(in 1936) and articles in the fourth group generally. 

^ For one thing it excludes any addition or avoidance of loss in tlie Empire 
markets other than the United Kingdom. This is likely to be a substantial item, 
^j »copc of this work has been confined for tlic most part to a consideration 
of trade only between the United Kingdom and India. (Exports of cotton 
manufactures to Colonial markets have been examined in a later chapter.) 
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of the preferences in the years of depressed trade, Indian 
exports got a larger share of an expanding market. In the 
days of freer trade this gain might well have been completely 
offset by losses in other important markets caused directly 
or indirectly by the working of the preferences : with the 
efficacy of open competition considerably impaired, the definite 
gain was certainly larger than the strictly incidental (or 
avoidable) losses. 



Chapter VII 

THE IMPORT TRADE AND PREFERENCES : 

SUMMARY OF EFFECTS 


There have been significant changes in the composition and 
distribution of India’s import trade during recent years. A 
brief analysis of some outstanding trends in the make-up and 
direction of imports as well as of some general factors in the 
import trade situation before and during the period of opera¬ 
tion of the Ottawa Agreement, would provide an instructive 
approach to an examination of the working of preferences on 
the import side. 


I. Composition and Distribution of India’s 


Import Trade 

Compositicn 

The table overleaf shows important changes in the com¬ 
position of India’s import trade from the pre-War years to 
* 932“3 *935"6» as indicated by the tendencies to growth 

or decline of important lines of imports. 

There has been a marked falling off in the imports of 
consumer’s goods like cotton and other textile manufactures, 
apparel and haberdashery, and metals, namely iron and steel, 
and copper, brass, etc. (raw materials of the domestic utensil 
industry). The decline in textiles has continued after 1932-3, 
though the fall in metals has been arrested. 

On the other hand, imports of capital goods and semi-raw 
materials such as machinery, instruments and apparatus, 
chemicals and dyestuffs, petrol and fuel oils, rubber manu¬ 
factures and vehicles have increased greatly and continue 
to grow under the stimulus of the general expansion of Indian 
industry which appears to be taking place behind the shelter 
of the relatively high tariff wall. So also imports of articles 
such as motor-cars, pedal cycles, electrical appliances of all 
kinds, wireless apparatus, telegraph and telephone apparatus, 
provisions and chemical manures have increased and reflect 
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T/Kble XL 


Changing Composition in Ifu Value of Indians Import Trade 

(Rs. crorcs) 






Increase or 






decrease 

Increase or 


Pre-War 

1 


(-) in 

decrease 


average 

1932-3 1 

<935-* 

1932*3 

(-) in 


(J909-13) 


1 

over 

•935*6 




1 

pre-War 

over 





, average 

1932-3 

CoMon yarn and 




1 


manufactures 

52*2 

26*8 

21 * 2 

-25*4 ; 

— 0*6 ' 

— 5*6 

WooUen manufac lures .. 

3* * 

2*5 

2*3 

— 0*2 

Silk manufactures 
Apparel, haberdashery 

2*8 

3*2 

2*2 

0*4 

— t 

and millinery 

2*9 

'5 

J*3 

-1*4 

— 0*2 

Metals 

12-5 

53 

7*2 

-7*2 

1*9 

Total 

73-5 

393 

34*2 

- 34.2 

mm 

Machinery and mill work 

5*6 

10*5 

>3*7 

4*9 

3*2 

Petrol and fuel oils 

1 

4*2 


3*2 

2*1 

— 0*4 

Vehicles . . 

Instruments, apparatus 

> *7 

38 

6*9 

31 


and appliances 

; » 4 

38 

5*2 


*•4 

Hardware 

3*2 

2*6 

33 

n 

Dyes 

Chemic«nU, drugs and 

' 1-3 

2-5 

3*3 



medicines 

r 8 

4*6 

5*2 


0*6 

Rubber—raw 

03 

' 2 

2 * 1 



Cotton—raw 

1 1 

7*3 

6*7 

6-3 


Total 

1 

' 17*2 

1 

4<-3 1 

50-2 

24*1 

8-9 


the increased general demand by the Indian public for the 
amenities and facilities of modern life. 

These changes in the composition of the import trade throw 
significant light on the altering structure of India’s demand for 
foreign products as a result of developments in her internal 
economic life. There is a growing demand for the highly 
finished products of specialized skill and advanced technique, 
the economical production of which cannot yet be undertaken 
in India. There is an increasing demand at the same time 
for machinery and equipment which may enable her to produce 
for herself many of the things for which she used to depend 
formerly on foreign countries. 

The countries which can best meet her requirements in 
these respects are likely in the long run to score an advantage 
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over others in the competitive struggle to secure a larger share 
of India’s import trade. 

Distribution 

The following table shows the distribution of India’s import 
trade among the important supplying countries by actual 
value and percentage.’ 


Table XLI 


Distributicn Indians Import Trade 
(Rs. crorcs) 


From 

1926*9 

1931-2 

1932-3 

1933-4 

> 934-5 

• 935-8 

1936.7 

United 

Kingdom 

1 I 3’2 

1 

44-8 ' 

48*8 

47-6 

53*7 

52*2 

48* 1 

Germany 

15-8 

10*2 

10*4 

8-9 

10’ 1 

12*4 

K2* 1 

France 

4-8 

2*2 

2 

••5 

1*5 

1 *3 

1 * t 

Italy 

7-4 

3-6 

4 

2*9 

3 

2 

1 *2 

Belgium 

7-2 

3 

34 

2*7 

2*2 

2*4 

2*8 

U.S.A. 

17-5 

10*8 

11*3 

7'2 

8*4 

8*0 

8*2 

Japan 

17-7 

13-3 

20*5 

16*4 

20*8 

21 

21 *3 

Total 

253 -3 

126*4 

132*0 

*15-4 

132*3 

> 34-4 

125*2 


PercenUges 


United 

Kingdom 


35-5 

1 

36-8 

41 '3 

406 

38*8 

38-4 

Germany 

6’3 

6’i 

7-8 

7 7 

7*6 ' 

9*2 

9*7 

France 

1*9 

>•7 

< '5 

1-3 

t ’2 

1 

0*9 

Italy 

2*0 

2*8 

3 

2*5 

2’3 

1 

1 ’ I 

Belgium 

2’§ 

2*4 

2*6 

2*3 

I ’6 

I *0 

2*2 


7 ’I 


8-5 

6*2 

6*4 

6*6 

6*5 

Japan 

7 


> 5*4 

14*2 

*57 

16*3 

*7 


From 1928-9 to 1931-2 total imports were exactly halved, 
imports from the United Kingdom were reduced by 60 per 
cent, and their relative share dropped from nearly 45 per cent 
^ 35*5 per cent. The relative position of the United King¬ 
dom’s most redoubtable competitors, Germany, the United 
States and Japan improved appreciably. 

Among the factors responsible for the heavy set-back in 
the position of United Kingdom imports were their relatively 

* Rtoiew iff Uu Tradt oj India, 1928-9— 
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high price, which specially penalized demand during a 
period of general impoverishment, and their political boycott 
in India. 

The year 1931-2 was, however, the last of fifteen years 
of continuous decline in the United Kingdom’s relative 
share from the post-War level of 61 per cent in 1920-1. 
After 1931-2, the United Kingdom’s proportion of Indian 
imports moved upwards, and in 1933-4 stood at 41*3 
per cent. Since then it has again receded to 38*4 per 
cent in 1936-7. 

In direct contrast to the changes in the relative share of 
tlic United Kingdom, imports from the United States 
and Germany fell till 1933-4) ^11* experienced an 

appreciable revival after, particularly in the case of 
Germany. Japan, too, has recently made a most striking 
advance, forging rapidly ahead in a variety of directions: 
her relative share leaped from 10*6 per cent in 1931-2 
to 17 per cent in 1936-7. 

It would appear that the United Kingdom succeeded in 
improving her position in the import trade of India with the 
help of preferential duties, but has had to retreat from the 
ground thus gained in face of the strong competition 
from varied foreign sources. In view of the above, and 
the fact that the greatest advantage of preference was 
evident in 1933-4, since which year the United King¬ 
dom share of even preferred articles has receded somewhat 
(sec below), the following analysis has not been carried 
beyond 1935-6. 

2. Preferred and Non-Preferred Imports 

The table on the next page has been compiled to show the 
relative movements of trade in preferred and non-preferred 
goods. 

It will be seen, firstly, that preferred imports as a whole 
have increased during the period of operation of the pre¬ 
ferences, while non-preferred imports have declined. This 
divergence of trends may not, however, be ascribed to the fact 
of preference. The grant of preferences did not bring about 
a net lowering of the tariff impediment against imports but 
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of the former. Imports of preferred articles from the United 
Kingdom increased by 30 per cent between 1932-3 and 1935-6, 
from other countries only by 8 per cent; the United 
Kingdom’s relative share advanced accordingly from 40 to 
44 per cent between the two years. It had been 46 per cent 

in 1933-4- 

The drop in imports of both preferred and non-preferred 
kinds from the United Kingdom in the last year was accentu¬ 
ated by competition from Japan in an ever widening range of 
commodities at prices which were so far below United Kingdom 
quotations as to nullify the effect of a 10 per cent preference. 
Moreover, in view of the subsidizing of German exports in 
order to provide foreign exchange, competition from that 
country in such groups as machinery, instruments and 
apparatus, railway rolling stock and non-ferrous metals was 
at prices against which a 10 per cent advantage was quite 
ineffective. 

‘ Though the influence of the preference has been neutralized 
in many cases, there can be no doubt that the 10 per cent 
fiscal advantage has been valuable in assisting the United 
Kingdom at least to maintain, and in some cases to improve, 
her relative position in a number of highly competitive 
trades. It seems probable that without this advantage 
United Kingdom exports would have materially lost 
ground under valuable heads of trade such as hardware, 
chemicals, non-ferrous metals, appliances and apparatus, 
motor vehicles and tyres, provisions, cycles, paints and 
certain sections of textiles, notably woollens and made-up 
goods, where continental competition in the past has been 
particularly severe.** 

The decline in non-preferred imports, not directly con¬ 
nected with the fact of preference, occurred mainly in the 
protected items of certain articles, the major drop being in 
sugar from Rs. 6*2 to 1*9 crores between 1932-3 and 1935-6. 
The drop in sugar, which is mostly imported from Java, a 
Dutch colony, accounts for the larger part of the small relative 
increase in the imports of non-prcfi;rred articles fi'om the 
United Kingdom. 

' Department of Overseas Trade : Rsport on Eeonomic and Commtreial Conditions 
in India, 1936, pp. 11-13. 
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‘ Costs * of Preferences on Imports 

Preference to United Kingdom goods was granted in 
respect of Rs. 4*8 crores of imports in 1931 by an increase 
of the general rate from 25 to 35 per cent ad valorem, with the 
preferential rate unaltered ; on another Rs. 4*1 crores, by the 
reduction of the preferential rate for the most part from 
50 to 40 per cent; and on much the largest part of imports, 
namely Rs. 24-4 crores,by a simultaneous increase and decrease 
by 5 per cent of the general and preferential rates to 30 per 
cent and 20 per cent respectively. These tariff adjustments 
must involve some change in the volume of imports, in the 
relative importance of different sources of supply as well as 
in the prices of imports from various sources. Such re- 
^rangement as would not have taken place except for the 
introduction of tariff differentiation may involve a cost to 
the community arising out of different combinations of the 
following changes: (i) z net change in the degree of protection 
to domestic industries ; (2) a net change in the burden on the 
consumer j {3) a net alteration of the amount of revenue 
accruing to the State. All these various net effects impinge 
themselves on the interests concerned through changes in 
quantities imported from different sources, and in prices of 
those imports. 


Protection of Home Industries 

In regard to the level of protection to home industries, 
it may be noted, in the first place, that the products of the 
protected industries were excluded from the scope within 
which the grant of preferences could be considered.' 

This, however, concerned only the large scale industries 
to which protection had been formally granted. There arc, 
besid«, a large number of small scale industries ‘ without any 
orgamzed association of establishments ’, which have been 
multiplied as a result of the high revenue duties imposed after 
March 1931 as well as the growth of the ‘ swadeshi ’ or ‘ buy 
Indian ’ sentiment. It is possible, as the Special Committee 


* cf, Rtport ^ itii Indian DiUgation^ p. 12. ' Tbe protective duties also stood in 
^ The instructions wc received from the Government of India 

l^muded iM acceptance of any proposal which would have the effect of impairing 
protection affo^ed to an Inoian industry by an Act of the Indian L^islature. 
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of the Assembly appointed to examine the Agreement observed, 
that some Indian industries might have been detrimentally 
affected by the lowering of the existing rate of duty on imports 
from the United Kingdom. No statistics arc, however, avail¬ 
able regarding production in such industries. The Select 
Committee appointed to amend the tariff to give effect to the 
scheme of preferences agreed upon at Ottawa, felt the need 
for complete statistics ofindustrial production and unanimously 
recommended that, as far as possible, steps should be taken to 
collect and compile such statistics. But little has so far been 
done to carry that recommendation into effect.’ 

3. Import Prices and Consumer’s Burden 

The consumer is interested in getting satisfaction of his 
requirements at a minimum price. From his point of view, 
primary importance attaches to the prices of imported com¬ 
modities. Changes in quantities sold as a result of changes 
in prices are also important, but it is more difficult to trace 
them to the preference. 

Certain statistics of the prices at port of imported com¬ 
modities subject to preferential rates of duty were compiled 
and given in the two Reports of the Department of Com¬ 
mercial Intelligence and Statistics on the working of the 
Scheme of Preferences for 1933-4 * 934 " 5 - The trend of 

such prices appeared on the whole to be downward since the 
Ottawa Agreement came into operation. The consumer 
did appear to be somewhat better off than he had been before 
the preferences came into effect, but it is not correct to con¬ 
clude that the ‘ consumer has profited to some extent as a 
result of the scheme of preferences’.* 

A simple comparison of prices before and after Ottawa, 
by itself, hardly makes it possible to say how far any change 
that may have occurred was due to the preferences. Striedy, 
for that purpose, we need to know not prices at two different 
times, which necessarily means under two different sets of 

* It would no doubt be impracticable to set up a special machinery for the sole 
purpose of preparing statistics of production in small scale industries. Such 
ttatisiics could, however, be collected in the course of completing a C^us of 
Production as recommended by Professor A. L. Bowley and Mr D. R. Robertson 
in A Scheme for an Economic Census of India, p. i6. 

* Fittt Report on the Working cf the Schetru Prtferenets, p. 15a. 
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conditions, but the prices under preference at a given time 
and the prices that would have prevailed at the same time 
without the preference. Such a method is, of course, impossible 
to adopt. In the alternative, we must try to analyse the causes 
of the observed decline of prices to see if there are no other 
factors which may explain a fall in the prices of imported 
manufactured articles in recent years. It may be some help 
towards an explanation to compare the movements in the 
prices of preferred imports with the prices of goods which are 
not subjected to differential rates of duty but continue to be 
admitted as before at uniform rates of duty. But tlie value 
of such a comparison is strictly limited, since the conditions 
affecting the two classes of articles differ widely in some 
respects, in particular non-preferred articles being protected 
in many cases. 

Another method for disentangling the effect of the prefer¬ 
ences from other general factors would be to compare 
the prices of preferred articles here with those of the same 
articles in certain other countries under a non-differential 
tariff. The value of this method, again, is limited, because 
the preference on any class of British manufactured goods 
may extend over so large a part of their whole market 
that the entire geographical structure of prices might be 
affected.* 

In order to determine whether and how far the decline in 

prices of preferred articles was part of a general tendency, we 

have, therefore, to fall back upon other indices of the general 

price movement of the type of goods that receive preference in 

India. Now the price indices which may be taken as the best 

available equivalent of the prices of preferred imported articles 

are not the indices of general wholesale prices,* but those 

relating to the prices of internationally traded manufactured 
goods. 

It is hardly necessary to adduce evidence to prove that such 

Moreover, the phenomenoD of price discrimination is more common than is 
^ unagin^. Besides, the factors aflecUng price formation in other 
^ obscure to a distant observer. And it appears hardly practicable 
machinenr for such a task of dubious ulUity. 
anri l^^p^mental neport gives a comparative statement of these indices, 

^ relative steadiness in the wholesale prices of other important 

I ? ^ sterling area, concludes that the decune of prices of praerred 
aniclcs in India was at least partially due to preference. 
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prices were falling almost throughout the period of operation 
of the preferences until 1935-6.* 

The fall in the prices of preferred imports was part of a 
general tendency to falling prices in the case of manufactured 
articles and could not be due to the fact of preference, or any 
resulting increase in competition between goods coming from 
the United Kingdom and other countries.* The only effect, 
indeed, of the introduction of preferences as such on the prices 
of imported goods could be in the direction of raising them : 
in regard to the greater part of imports there was an increase 
in the tariff, only in respect of the relatively smaller part, a 
decrease.^ 

Difficulty of Inductive Anal^ysis 

Again, the preferences have been only one out of many 
varied and complex factors operating to change the prices and 
quantities and, therefore, the values of imports from various 
sources, and determining the consumer’s burden and the 
revenues of the State in respect of various classes of goods. 

It b, therefore, neither possible to determine the additional 
burden on the consumer, if any, resulting from the prefer¬ 
ences, nor to estimate the loss of revenue, if any, that may 
have been involved thereby, by a simple comparison of 

‘ Sec Indian Journal of Economics, April 1937, my article on ' Recent Tariff Policy 
in India *. 'l lic directly contrary trends of the prices of imported and exported 
articles in the case of India during the whole period of operation of the Ottawa 
Agreement throw signiBcant light on thu aspect of the question (see Renew <f 
the Trade qf India, 1932-3— 1935 * 6 ) : 

December 1914=100 

Imported Articles 

December 193a 115 

December 1933 .. ti2 

December 1934 .. 109 

December 1935 .. 109 

March 1936 .. .. .. 105 

I'he exported articles mainly consist of raw matcriab and foodstuffs, and 
imports arc mostly made up of manufactured goods. The characteristic trends 
of the indices of exports and imports are determined by the principal components 
of the two series, and would be more pronounced if the indices referred to export 
prices of primary products and import prices of manufactured goods alone. 
As the author of the Review of the Trade of India, 1935-6, observes : ' In the case 
of manufactures, industrial eq^uipment has been greatly improved in recent 
years—a usual feature in a penoa of depression—and manufacturing costs have 
been brought down. Thu, combined with keen trade competition in a restricted 
world maAet, has tended to reduce the prices of manufactured ardclea.' 

* A view which the first Elepartmental Report (p. 151) supports. 

) See below, Section 5, 


Exported Articles 

69 
7: 


I 

82 
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statistics (of prices and actual revenue receipts respectively) 
before and after the introduction of preferential duties. 


4. Economic Principles of Preferential Duties 

The preferential scheme has to be examined in the light of 
the theory of diiferential duties, in order to form an approxi¬ 
mate estimate of the net change in respect of the burden on the 
consumer and the amount of revenue, taken together, which 
might have resulted therefrom. 


PTeference and Protection 

The policy of tariff preference has much in common with 
that of tariff protection both as regards the ends sought and 
means employed as also in respect of the costs involved 
for the attainment of similar ends. The policy of protecuon 
seeks to encourage home production in preference to imports 
from (and production in) all outside countries. The policy 
of preference aims to encourage production in a particular 
foreign country in preference to production in other foreign 
countries. The former policy tends to safeguard and strengthen 
me position of home industries, the latter tends to foster 
foreign industries of the country to which preference is 
accorded.’ The tariff is the instrument in both cases and the 
method of encouragement is likewise similar : the consumer 
IS called upon to undergo a sacrifice by the restriction of his 
sources of supply ; and/or the State is called upon to forgo 
some part of its revenue by the introduction of non-revenue 
considerations into the framing of the tariff. The criteria for 
me exercise of discrimination are also alike in the two cases ; 
Industrie for protection or preference should be so selected 
as to minimize the inevitable burden* on the consumer. 


Incidence of Preferential Duties 

The form in which an increased burden on the consumer 
manifests itself in actual practice is a rise of prices. According 
to the theory of differential duties the precise effect of the 

. * aUemativcly, it might be said that the policy of protection seeks to proUc! 

against sinulaf products of all foreign industries ; the poli^ of 
1 ° proUet the products of an industry of a particular foreign 
products of similar industries of other foreign countries. 

9.Y. ^ . ourden is regarded as more or less inevitable on the assumption that the 
amount ofhute revenue is not to be reduced by any preferential arrangement. 
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imposition of differential duties on a commodity or class of 
commodities would depend, in technical language, on the 
elasticity of demand (for that commodityor class of commodities) 
in the country granting preference, together with the volume and 
elasticity of supply in the preferred country and other producing 
countries. The price of a commodity will tend to be governed 
more nearly by tlie higher (general) or lower (preferential) rate of 
duty' respectively (i) the more urgent or the more elastic is the 
demand for the commodity in the country granting preference ; 
(2) the greater or smaller is the quantity imported from the 
more highly taxed, relatively to that from the less highly 
taxed source or sources ; {3) the greater or smaller is the 
decrease in the quantity offered from the non-preferred source 
or sources ; and (4) the smaller or larger is the increase in 
the quantity of the commodity offered from the preferred 
source or sources—in consequence of a given rise of price. 

Elasticity of Supply 

In sum, these variables imply that the effect of preference 
would depend on the relative efficiency (i.c. the amount as 
well as the elasticity or expansibility of supply) of tlie preferred 
and non-preferred sources. A country should accordingly 
encourage those industries of a second country which are more 
efficient and ‘ elastic ’ than similar industries in third countries 
and which would ultimately enable the consumer to meet his 
wants as cheaply and in as full a measure as under conditions 
of free and unrestricted competition. That these considerations 
arc similar to the principles of discriminating protection enun¬ 
ciated by the Indian Fiscal Commission will be readily seen.* 

Relative Importance of Source of Supply 

We do not possess the requisite amount of knowledge about 
all the facts of elasticity to enable us to judge with accuracy 
the probable effect of preference on prices in the case of 
different preferred commodities. However, the most direct 
index of the relative efficiency of a particular country for 

' This applies irrespective of whether the differentiation is effected by raising the 
general mt, or by lowering the preferential nie, or by a combination of Mth 
methods. 

^ See Rfpcfi of Mr Indictn Fwal Commission^ Chapier VII» para. 97. Also see 
below Chapter VIII, 3, * Difficulties of Industrial Co-operation 
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supplying the needs of the consumers of a given class of goods 
under conditions of competition is the proportion of imports 
of that class already derived from that country'. 

Adopting Uiat index as guide, the Report on Reciproaly and 
Ummraal Treaties prepared by the United States Tariff 
Commi^ion describes the economic effects of differential 
dunes thus ; ‘ As regards economic effects, reduction of duty 
under the concessional method may have different conseq uences 
under varying conditions of supply as regards the article 
attected. Where a reduction of duty affects only a fracdon 
of the imports of a particular article, and the major portion of 
that article is still left subject to the main, or non-concessional 
duty, the result is not only a loss of revenue to the Treasury 
because of the lower rates of duty, but absence of any gain 
to consumers.’ The reduction of duty redounds only to the 
advantage of the foreign producers.’* 


‘ Consumer's Burden ' : ‘ Loss of Revenue ' 

Here it is necessary to point out that there is a certain 
amount of confusion in the current notions of ‘ burden 
on the consumer ’ and ‘ loss of revenue ’. These expressions 
^ commonly understood have distinct connotations. And, 
indeed, they ordinarily have. But when used to describe 
the effects of preferential duties they are alternative 
modes of describing an identical fact and therefore more or 
less synonymous terms. The raising of revenue by customs 
duUcs inevitably involves a burden on the consumer, which is 
thus a necessary incident of such process. In so far, therefore, 
as the increased burden on the consumer may be accompanied 

* Strictly, it u not correct to say that * the result is ml only a loss of revenue 
iot,'. J:.... absence of any gam to consumers '. For this would be to count the 
eauivalcnt “ “/““I* remisston of duty, Uiere were a gain to consumers 

! i ° ‘'[revenue, there would, indeed, remain no loss of revenue 

to in duties. A low of revenue is ascribed 

inir ea n of prcfcrcriM, precisely btcamtof the absenceof anycorrespond- 

no^ ianer, or an unnecessary consumer’s burden, does 

addition to the loss of revenue but in fact constituUi that loss. 
^ p ^ the Indian Fiscal Cemmimon^ p. 104. Abo 

•u’oiv is ^ indispensable (or predominant) part of the 

the Ik' ‘ax the home public and put money into 

othcf foreign produccn. Therefore a country will not often 
Hiito ^ • revenue and transfer a gain to foreign producers by remitting a 

auty on a portion only of its imporU.’—/''w Trade, th^ Tariff and ReciprocHy, x^zo. 


a 
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by a corresponding addition to the revenues of the State, or in 
so far as the loss of revenue may be compensated by an 
equivalent reduction in the burden on the consumer, the 
scheme of differential duties as such cannot be said to have 
caused any ‘ burden ’ or ‘ loss 

The cost of according preference may then be reckoned either 
as a ‘ burden on the consumer ’, in so far as the burden is more 
than it should be by reason of the revenue that is added to the 
State treasury, or alternatively as a ‘ loss of revenue ’ to the 
State, in the sense that the revenue is less than it should be by 
virtue of the burden that is entailed upon the consumer/ 

Thus, for instance, the amount of revenue may remain the 
same after, as before, the grant of preference. It may, never¬ 
theless, not be possible to say whether or not a ‘ loss of revenue ’ 
has been involved by the introduction of preference. There 
may be a loss in the real sense of the term explained above 
under certain conditions : * if two rates arc imposed and 
the consumer pays a price based on the higher rate,* the 
State does not secure as revenue the full amount taken from the 
pocket of the consumer.’ The State, therefore, loses revenue 
—not possibly actual revenue, but relatively to the amount 
which it should receive by reason of the burden that is placed 
on the consumer. 

All things considered, the sacrifice will be minimized—and 
may indeed be replaced by a positive gain^—if ‘ virtually 


• The interests of the State and the consumer are equally r^arded. Thus, if 
preference is granted by raising the general rate, the preferential rate remaining 
unaltered, prices will tend to nsc and an increase in the burden on the consumer 
VfciH necessarily result. But there will at the same lime occur an increase in 
the revenues of the State. Now the increase in the consumer’s burden could be 
ascribed to the preference only if, and in so far as, it were grtaUr than the increase 
in the revenues of the State. Similarly, if preference is accorded by a reduction 
of the prclcrcntial rate, the general rate remaining unchanged, a Ic^ of revenue 
becomes inevitable. But this would be accompanied by some fall in prices and 
reduction in the consumer’s burden. The loss of revenue could not, therefore, 
be assigned to the preference except to the extent that it ex«tds the reduction in 
the consumer’s bui^en. 

* As he would, ‘ if a reduction of duty aflfected only a fraction of the imports 
of a particular article 

^ The view that a lowering of the import tariff is aUvays a concession that 
necessarily involves a sacrifice by the party granting it is bas^ on error. Tariff 
concessions that lead to reciprocally freer trade between two or more countries 
and thus enlarge the area of international specialization of economic activities, 
confer benefit on the countries panting them as on those receive them; 
though unilateral reduction of tariffs in a tariff-ridden world raises its own difficult 
problems for the internal economy and revenues of a State* 
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the entire imported supply ol' a given article is admitted at 
the lowered concessional rates the effect being that of a 
general reduction of duty. Tlierc may be some gain to the 
oreign pioducer to the extent that his market is enlarged, 
but It would redound ultimately to the advantage of tlie 
omesoc consumer, whose supplies would be more lightly 

would be fully compensated by a reduction of the burden on 
the consumer and may even be directly made up by an 
expansion of demand consequent upon the lower rate. 

5. An Estimate of the ‘ Cost^ ’ of Preferences 

ON Imports 

th discussed above hold irrespective of 

the method of effecung the differentiation, svhether by raising 

uLtiTn" r the preferential rate, or a eom! 

rinee^ofri, ">«hods, the precise nature of results in 

rapect of the actual change in the consumer’s burden or gain or 

acn determined in some measure by the 

scheme of pre- 

nf th u°‘' therefore be examined in the light 

ot tnc above principles. ® 

imports in 

Quirter nf 1 25 per cent (2*9 crores), or just a 

supplied by the United Kingdom, 

In re^ipr^ ri countries. 

shoiiIH^i, ° these the addition to the consumer’s burden 

reductiorT''^ r" of revenue, or the 

eduction of the consumer’s burden less than the loss of 

were deriv^ft'”ni'^'^*Lji!ii^a imporU in each case 

figure withta ‘ 9 ?»: 3 . They are the following, the 

from the United Kinedorr!^ k.?'u mdiMUng the percentage derived 

pruning knivea cork (6)> cutlery, other than 

glue (20), hardwari^fo^ . ““"“f^^urcs (8), earthenware and porcelain (18), 
copper (20 German ^1’ brass, bronze and similar alloys (31), wrought 

(18). syntheUc ,^„^tiij oils^s) 
vcgctabl^n!^.:j,*®^,' “bncatmg (mineral) other than batching oil (19) 

manufacture (30) Dasiebolrd*”**^®f*’**^^ paper and paper 

haberdashwMdmiR^ /“H "“uufactures (24), smokers* requisites 

and sporta^%2) umbrel^ *^d f® 5 )» tay» and requisites for games 

chassis (24).'^?"f, umbreUa fitti^ (,3), motor omnibus^ and 
V 41 . parts ot mechanically propelled vehides and acccaiorica (32). 
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revenue, according to the method employed for effecting the 
picfcrcncr. 

On 0*7 < r<)ics of commodities in this proup the preference 
was etfec ted by a simultaneous raising and lowering of the 
general and preferential rates by 5 per cent, on 3*3 crorcs by 
a raising of the general rate mostly by co per cent, and on 
I b crores by a lowering of the preferential rate by 10 per cent 


or 7 I i>er cent. 


On (i-y crores of imports, then, there was an increase in the 
import duty on about three-quarters of the supply, and a 
redviction on one-quarter. According to the view advanced 
m tl»e last see ti.>n. the price of the entire supply should tend to 
rise by the full amount of duty, if the rate of duty Js increased 
on the bulk of imports and is maintained on a relatively 
unimportant part of the imported supply. But m this ease 
the duty on the smaller part <.f imports, which f(»rmcd one- 
third of the larger part, was not maintained but actually 
reduced by 3 per cent. It may be assumed then that the price 
of the whole suppiv slK)uld have risen by two-thirds of the 
increase in duty, (ir by 3;\ per cent. The increase in the 
consumer’s burden resulting from the change should have been 
22 lakhs on tliis basis. The increase of customs revenue from 
preference should have been 17 lakhs, 3 lakhs being the 
of the increase of consumer's burden over the increase of revenue. 

On 3*3 crorcs of imports, again, a similar excess of 8 lakhs 
accrued on the assumption that the consumer’s burden was 
33 lakhs as a result of the average price level ot all imports 
increasing by 10 per cent of the price in bond, and the customs 
revenue was 25 lakhs as a result of a 10 per cent increase on the 


non-preferred imports only. 

A similar excess of 3 lakhs of loss of revenue over reduction 
of the consumer’s burden accrued on i-6 crorcs of imports 
on the assumption that the revenue on the preferred imports 
fell by 8 per cent’ and the price level of all imports did not 
change. Altogether, the positive difference between the 
addition to the consumer’s burden and the additional amount 
of revenue on the above basis would be 16 lakhs. 


> 1 he average 
of commexliua 
ropeciivcly. 


reduction of duty taking inlo account the relative importance 
on which duty was reduced by 10 per cent and 7I per cent 
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But there are other commodities, on the other hand, which 
are mostly derived from the United Kingdom, and of which 
imports from foreign countries are relatively unimportant.' 
It is possible to see by an exactly similar process of reasoning 
that a preference on such commodities (if it were effected as 
before by a raising of the general rate) should lead to an increase 
of revenue without a corresponding rise of prices or addition 
to the consumer’s burden, or (if the preference were effected 
by a lowering of the preferential rate) to a reduction of the 
consumer’s burden without a corresponding loss of revenue. 

But the commodities of which 65 per cent or more of the 
imports were derived from the United Kingdom only formed 
3 per cent (99 lakhs) of the total imports in 1932-3, of which 
83 per cent (82 lakhs) were provided by the United Kingdom. 
The imports from the United Kingdom and total imports 
increased respectively to 96 and 115 lakhs in 1935-6, almost the 
entire increase being in imports from the United Kingdom. 
The proportion of imports on which preference was effected 
by any of the three methods noted above was about equal, 
so that on the whole it may be assumed that preference was 
effected by an increase of the general rate by 5 per cent 
and a decrease of the preferential rate by 5 per cent. As 
the predominant part of imports on which the rate of duty was 
lowered was derived from the United Kingdom, it may be 
assumed that the average prices of all imports (i crore) 
declined by fully 5 per cent of prices in bond, or the reduction 
of the consumer’s burden was 5 lakhs. The revenue declined 
by 5 per cent on four-fifths of the imports, or by 4 lakhs, and 
rose by 5 per cent on a fifth of the imports, or by a lakh, 
altogether declining by 3 lakhs. The amount by which the 
reduction of the consumer’s burden was greater than the loss 
of revenue would thus have been 2 lakhs. 

Besides, there were a number of highly competitive lines, 
imports of which made up 62 per cent (20*7 crores) of the 
total imports in 1932-3. 45 per cent of such imports (9*32 

‘ Of the following coinmodities 65 per cent or more of the total imports in 
1932*3 were derived from the United Kingdom^ the (igure within brackets after 
each commodity indicating the percentage supplied by the United Kingdom : 
amis and anununition (90K firearms (80), asMtos manufactures (69), wrought 
lead (77)» packing of all I^ds (90)^ toilet soap (8o)» parts of carriages and carts 
(65)# cycles (91). 
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crorcs) were derived from the United Kingdom. The parts 
of such imports on which preference was granted only by 
raising the general rate and on which it was effected only 
by lowering the preferential rate were about equal, more 
or less a crore each.' So that it may be assumed that 
preference was introduced on the whole imports of this group 
by a simultaneous increase and decrease of the general and 
preferential rates. Imports from the United Kingdom and 
all countries increased from 9-32 and 20*69 crorcs to 13-04 
and 25-31 crorcs respectively, the United Kingdom share 
improving from 45 to about 52 per cent. There should have 
been little difference as a result of the preference cither in the 
customs revenue or in the burden on the consumer on this 
class of commodities on the basis of the above facts.* 

So that the net excess of the increase in the consumer’s 
burden over the increase of revenue on the methods and 
assumptions adopted above would appear to have been about 
14 lakhs. 

Altogether, alarming estimates of the ‘ loss of revenue ’’ 
or ‘ burden on the consumer ’’ are based on error and do not 
stand scrutiny. 

The above analysis can by no means be taken as furnishing 
a precise measure of the cost of import preferences. Based as 
it is on a general observation of broad facts without direct 
reference to the many and complex forces that condition trade 
and price movements, it can at best be regarded as no more 
than a good conjecture of the annual amount of loss to the 
community (including the State and the consumer) from the 
grant of preferences on the import side. 

* The general rale was raised by lo per cent on i crore of imports, and the 
prefercnlial rate was lowered by 7J per cent on ia8 lakhs of imporU of motor- 
can. 

* It has been implied in certain analyses of the costa of preference that the 
shining of imports from the more highly, to the less highly, taxed source under a 
scheme of tarin* differentiation is a disadvantage per sr, l^cause it involves a Io» 
of revenue (Servant bidiCy March 1036, D. R. Gadgil, Article V, 'Ottawa 
Agreements '). But, as has been explained above, loss of revenue is always 
relative to the consumer's burden. Ir the increased facility of United Kingdom 
supplies under preference reduces revenue, it also reduces the burden on the 
consumer involved by difTcrentiation. In fact, elasticity of the preferr^ supply 
should be considered a distinct advantage from the point of view of the preferential 
scheme. That it has been regarded as a source of disadvantage is an illustration 
of the confusion likely to result from attempts to separate a consideration of 
‘ loss of revenue * from * the consumer's burden 

3 Always understood in the sense explained earlier^ relatively to one another* 
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It appears pertinent to point out, however, that this estimate 
is by no means directly comparable with the estimate of 
gain from preferences in the United Kingdom on Indian 
exports made in the last chapter. The latter refers to the net 
additional amount of exports secured with the help of prefer¬ 
ences, the former to the net additional cost of obtaining an 
amount of imports from one source rather than others. In 
any attempt to square the benefits and burdens involved, a 
comparatively small quantity of the former would correspond 
to a relatively much larger quantity of the latter. 

Again, it should be remembered that the scope of preferences 
on imports is in fact far wider than under the schedules of the 
Ottawa Agreement. The important ‘ preferences ’ on cotton 
and steel have to be taken into account at least to the extent 
that their continuance is inconsistent with, or is not dictated 
by, considerations of Discriminating Protection. Some 
attempt at an evaluation of the cost of such ‘ preferences ’— 
which have an economic background of their own—is made in 
Chapter IX. Reference to it is suggested for the purpose of 
forming any approximate balance sheet of the advantages and 
disadvantages of Imperial preference or economic reciprocity 
as applied between the United Kingdom and India. 

Apart from its direct cost, however, the grant of preference 
over so wide a range of imports has far reaching implications 
for the whole commercial policy of the country. In 1935-6, 
of 134*4 crores of imports 64*7 crores or 48 per cent (including 
imports of cotton goods and steel) were subject to some form 
of preferential or differential duties. Now, discrimination 
against the trade of all foreign countries in favour of a single 
country, howsoever important as a market the latter might be, 
extending over half the total imports, renders impossible the 
working of any policy having for its aim the promotion of 
equality and fairness in the treatment of exports in foreign 
countries. To this aspect of the question reference is made in 
a later chapter.* 


* Sec below Chapter X, 3. 



Chapter VIIT 

IMPERIAL INDUSTRIAL CO-OPERATION 

I. Enunciation of Principles 

The above pages have been devoted to a consideration of 
Imperial preference or economic co-operation on general lines 
as embodied in preferential tariff agreements, in particular 
the Ottawa Trade Agreement between the Governments of 
the United Kingdom and India. An examination will now 
be made of a special aspect of such economic co-operation, 
namely, Imperial industrial co-operation, which has assumed 
such importance recently as to dcser\’c a little separate 
treatment. 

The Imperial Economic CommiUec on Industrial Co-operation 

The Imperial Economic Committee in their Twenty-first 
Report on Imperial Industrial Co-operation have given systematic 
form to an idea which had been assuming shape fbr many 
years and had shortly before found authoritative unofficial 
expression.’ 

Industrial co-operation is another name for complementary 
production, or the division of industry on a complementary 
basis benveen the more industrialized and less industrialized 
parts of the Empire.* It is recognized as inevitable, even 
desirable, that the economically backward parts of the Empire 

* The following passage from the * Report Preparatory to the Imperial Con- 
r ’930 ’ prepared by representatives of the Association of British Chambers 

of Commerce, the Federation of British Industries and the Chamber of Shipping 
of the United Kingdom deserves to be notetl : ' The Committee believes that the 
only means of obtaining a substantial growth and efficient rationalization of 
Imperial resources, both from the point of view of inter-imperial trade and of 
Imperial-world trade, is for the rcprcscnialivcs of industry, commerce, shipping 
and finance in the various parts of the Empire to be fully consuhcti by their 
Govemmenu upon questions of policy, and themselves to gel into the closest 
touch possible throughout the Empire with a view to dbcussing as a matter of 
business, the most efficient and profitable organization of Empire production and 
development as a whole.*—Imperial Economic (k>mmitice : Tioenty-first Report 
on Impffiol Industrial Cooperation^ P« 6. 

^ The idea is * in particular that the members of the s>*stem who arc less advanced 
in industrial development (in this case the overseas Dominions) should leave the 
more complicated and specialized branches of manufacture as far as possible to the 

highly industrialized members (in thb case the United Kingdom) *._Royal 

Institute of Intcmaiionai Affairs : The British Empirty 1937, p. 281. 
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should seek to develop the industrial side of their national 
lives. But where the necessary conditions for a high degree 
of specialization are not realized, it is suggested that arrange¬ 
ments should be made to secure as large a share of the import 
market as possible for the specialized products of the industr>' 
of another Empire country. Both or several parts of what 
may be regarded as one Empire industry should agree not to 
encroach on the delimited field of manufacture of cither or 
each. Again, it is not intended that such arrangements 
should become stereotyped : ‘ The object of co-operation is 
not, and must not be, to arrest change, but wisely to direct 
and facilitate its course.’* 

Progressive industrialization of the advanced as well as the 
backward parts of the Empire is, indeed, assumed in the whole 
arrangement. For, if the less industrially advanced parts 
of the Empire arc constantly moving forward towards greater 
industrialization, the more highly industrialized countries, 
in order to retain their pre-eminence in manufactures, must 
also constantly keep ahead of industrial progress, and take 
on themselves the task of fulfilling new demands as well as 
old demands in new ways. A system of industrial co-opera¬ 
tion is expected to secure more smooth and efficient adaptation 
to changing conditions and more orderly development on 
the whole than could otherwise be attained. 

The modus operandi of complementary development between 
Empire industries must lie in agreements among industrialists 
themselves, who may be encouraged and supported by the 
governments concerned. 

The advantages likely to accrue from such co-operation 
to the backward parts of the Empire are supposed to lie in the 
avoidance of the waste of uneconomical, inefficient and 
unsound industries artificially fostered by tariff protection : 
the advanced Empire country serves as a cheap outside source 
of supply of articles for the local manufacture of which the 
backward country lacks natural competitive advantages. 

The Ottawa Conference on Imperial Industrial Cooperation 

The Report of the Imperial Economic Committee was 
considered by the Sub-committee on Industrial Co-operation, 

* Twentjf-firsl Rtpori on Imperial Industrial Cooperation^ p. ii. 
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appointed by the Committee on Methods of Economic 
Co-operation, of the Imperial Economic Conference at Ottawa, 
1932, and a resolution approving of the conclusions of the 
sub-committee on the question was adopted by the Confer¬ 
ence. The Conference declared their view that the object 
of any policy of industrial co-operation within the Common¬ 
wealth should be ‘ to secure the best division of industrial 
activities among the several parts of the Commonwealth 
and the ordered economic development of each part, with a 
view to ensuring the maximum efficiency and economy of 
production and distribution The precise nature and extent 
of the co-operation to be achieved must depend upon effective 
consultation between the industrialists concerned, but the 
Conference recommended that the Governments concerned 
should facilitate and assist such consultations by all available 
means. In particular, they should give sympathetic considera¬ 
tion to any proposals aimed cat giving effect to the principle 
of industrial co-operation which might be put before them by 
representatives of similar industries in parts of the Common¬ 
wealth affected. 

2. The Dominions and Industrial Co-operation 
The Ottawa Agreements and Industrial Co-operation 
The agreements between the United Kingdom, on the one 
hand, and Canada, Australia and New Zealand on the other, 
contained provisions to ensure some sort of rational and orderly 
development of economic activity in the latter countries.* 
The Governments of the three Dominions undertook that 
‘ protection by tariff should be afforded only to those industries 
which arc reasonably assured of sound opportunities for 
success Moreover, the degree of protection to industries 
should not exceed such a level as ‘ would give United Kingdom 
producers full opportunity of reasonable competition on the 
basis of the relative cost of economical and efficient production, 
provided that in the application of such principle special 

* Sundry of Pnetedings and Copits of Trade Agrttmmts, Imperial Economic Confer- 
enct at Otlaiva, 193a, Cmd. 4147, p. 17 ; also cf. Cmd. 4175, p. 48. 

^ Sec above Chapter II, 4. 

3 Crnd. 4147, ArUclcs 10, 9 and 7 respectively of the United Kingdom- 
Canadian, United Kingdom-Ausiralian and United Kingdom-New Zealand 
AgreementSr 
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consideration might be given to the case of industries not 
fully established The New Zealand Government specific¬ 
ally undertook to reduce the protective duties, where necessary, 
to such a level as would place the United Kingdom manu- 
facturer in the position of a domestic competitor,* 

A review of existing protective duties by their Tariff Boards 
in accordance with the above principles was also promised 
by the three Dominion Governments. Besides, full rights 
of auchence before Dominion Tariff Boards were promised 
to United Kingdom producers,^ and the Governments of 
Canada and Australia undertook not to increase any existing 
duty (and the Australian Government further undertook 
not to impose any new duty) on United Kingdom goods 
otcept after due inquiry and report by the Tariff Board, and 
in accordance with its recommendations.^ 

By these agreements Governments took the initiative in the 
direction of industrial co-operation, where industrialists 
might be slow to move of their own accord. 


The Equalization of Costs Principle 

The agreements embodied the so-called scientific, com- 
pen^tory, competitive, or cost of production principle of 
tariff-making. The logical error of this principle has been 
often demonstrated.’ International trade is based funda¬ 
mentally on international differences in costs of production. 
To equalize these differences is to destroy the raison d'itre of 
international trade. Moreover, the principle of equalization 
of costs might be held to justify protection of a very extreme 
order. Apart from this, the qualification made in the agree¬ 
ments in regard to ‘ infant ’ industries—and it is again not 
possible to say definitely when an industry has outgrown its 
infancy pointed to the possibility of directly circumventing 
the equalizing principle of tariff-making. 


anH10 rapcctively of the United Kingdom-Canadian 
II . . J^^Kdom-Australian Agreementa. There waa no provuion in the 

Kingdom-New Zealand Agreement. 

3 -K-j * ® United Kingdom-New 2 ^ea]and Agreement. 

4 f* ‘3 ^d 9 respectively of the three Agreements. 

Agfw ° *4 and I a respectively of the Canadian and Australian 


n >”n»“;ationj. kc T. W. Page, Making tht Tariff in the United Statu, 1924, 
p. 68; lausigg, op. cil., p. 134. 
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Besides, important difficulties were likely to arise in the 
practical application of the principle. Everything considered, 
the utility of the principle—crude and approximate as it is— 
for securing moderation in tariff policy depended largely 
upon the spirit in which it was worked. 

The results of the working of this part of the agreements 
between the United Kingdom and Dominions have varied 
according to the varying interpretations placed upon the 
principle in the Dominions. 


(a) Canada 

The Canadian Tariff Board set up under the Tariff Board 
Act, 1931, acted as an interpreter of the Ottawa Agreement, 
especially in regard to the application of the competitive 
principle to tariff rates against British goods. It found the 
principle very difficult to apply in actual practice. In the 
well-known case of British woollen imports into Canada, the 
Tariff Board observed, in the first place, that only approximate 
similarity rather than complete identity could at best be 
achieved between the categories of imported {or United 
Kingdom) and home produced (or Canadian) goods. Again, 
such wide divergences in manufacturing processes and con¬ 
ditions existed between different countries and even in a single 
country that there could be small hope of attaining identity in 
the methods of computing costs. In particular, the Canadian 
Tariff Board could not accept the statistical data supplied 
by the British Delegation as completely reliable and required 
further verification by direct examination of the books of the 
firms reporting. This case only affords an illustration of the 
great difficulty of equalizing costs of production at home and 
abroad in real tariff-making. 

In actual fact, important reductions in the British preferential 
tariff were effected on the recommendations of the Tariff 
Board.' Nevertheless, any substantial lowering of protective 

‘ * In i93o» the proportion of dutiable imports of total imports was 78*6 per 
cent, and of free goods 21*14 cent, imports free under the preferential tariff 
amounting to 5*6 per cent and under tlie general tariff to 15*8 per cent. In 
1934 the proportion of dutiable imports of total imports was 54*3 per cent and 
free imports 45*7 per cent, imports free under the preferential tarin amounting 

37*7 per cent, and under the gencml tariff to 8 per cent.'—Department of 
Overseas Trade ; Rtport on Efonomic Conditions in Cnnaaa, 1935, p. Il8« 
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import duties was avoided as likely to cause widespread dis¬ 
location of well-established, though over-equipped, Canadian 
industry. 

Again, the Canadian Tariff Board was deprived by a 
decision of the Canadian Supreme Court of much of its 
judicial powers of hearing appeals from rulings made by the 
Department of National Revenue. Its ability to hold the 
balance between the United Kingdom exporter and Canadian 
manufacturer was thus badly impaired. 

Finally, these general undertakings, which had proved of 
such doubtful value in practice, were omitted from the new 
Anglo-Canadian Agreement concluded at the end of February 

1937- 


(b) Australia 

On the principle of the compensatory tariff the Australian 
Tariff Board expressed its view with refreshing candour. While 
heartily supporting it in theory, the Board rejected the idea 
that duties should be merely equalizing.* On the other hand, 
it adopted the view that a reasonable duty to protect an 
efficient industry should be high enough to raise the landed 
cost of an overseas product to a level which compensated the 
Australian manufacturer for his dearer labour and raw 
material and greater overhead costs ; and in addition provided 
a marginal advantage in his favour. As regards the mar^n 
postulated, it should, in the view of the Board, ‘ be wide 
enough to secure the efficient Australian manufacturers so 
much of the market as is represented by goods which can be 
economically produced in the Commonwealth, but narrow 
enough to preclude any inefficiency, uneconomic extension 
or undue profit-taking Altogether, the Board contended 
that common sense did not permit, and the agreement did not 
require, rigid mathematical adherance to the yard-stick of 
production costs. Infant industries could be accorded special 

‘ • In estabUshed effident indiutric* where capital and overbad charges ^ter 
largely into producUon costs, the division of the present market between local and 
overseas producers, by restricting local output would increase the c<»t ol produc¬ 
tion, necessitating higher selling prices and the imposition of higher dutta to 
restore reasonably competitive conditions.*—for 193^*3* Round 

XabUf March 19349 p. 398. 



142 INDIA AND IMPERIAL PREFERENCE 

treatment by increasing the marginal advantage in their 
favour. 

The important reductions actually made in the Australian 
tariff during 1934 and 1935 appear to have been designed 
largely in the interest of the efficiency of Australian 
industry itself, and were intended for ‘taking up such 
excess protection as the conditions of the present costs 
afford ’ the manufacturing costs in that country had 
greatly fallen.* 

In the recent Anglo-Australian negotiations for the conclu¬ 
sion of a new agreement to replace the Ottawa Agreement the 
Australian Government asked for the abolition of the general 
clauses of that agreement. The United Kingdom Govern¬ 
ment, in view of the long record of loose interpretations 
by the Australian Tariff Board, could not do better than 
agree. 


(f) J^'ew Zealand 

The Report of the New Zealand Tariff Commission sub¬ 
mitted on 29 March 1934 » defines the underlying principles 
of the New Zealand tariff policy. The Commission’s inter¬ 
pretation of Article 7 of the Ottawa Agreement was that no 
duties for protective purposes on British goods should be 
imposed unless the industries so favoured had a reasonable 
prospect of success. The Commission admitted that in 
Article 8 the undertaking to place the United Kingdom 
producer in the position of a domestic competitor was one to 
which it would be obviously ‘ a physical and economic 
impossibility to give literal effect But believing that ‘ an 
agreement of this kind should receive that large and generous 
interpretation which was presumably intended by its signa¬ 
tories they held that the Dominion’s obligation under Article 
8 was to impose a tariff intended to equalize costs of 


Round Tabu, March 1935, p. 417. Altogether these measures owed their 
initiative to an important extent to what an informed correspondent calls a 
remarkable recovery of fiscal sanity in Australian public opinion durina the last 
two yean (ibid., p. 411). * 

I * iwiroanent depreciation of the Australian pound relatively to sterling 
also anorded imf>ortani additional protection. 

^ Round Tabu, December 1934, p. sot. 
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production as beUveen home producers and United Kingdom 
producers 

The Government completely approved of the Commission’s 
recommendations, which indeed involved no change in the 
policy of New Zealand : the New Zealand tariff against 
Great Britain has been the lowest of all Dominion tariffs. 

Even so, in October 1933 the New Zealand Government 
offered to undertake drastic reduction of their protective tariff 
on United Kingdom goods if the British Government would 
guarantee continuance of unrestricted free entry for New 
Zealand products. The suggestion, however, did not find 
favour with the latter.* 

Conclusion 

The above ‘ review of the durable principles of the Ottawa 
Agreements that might be reaffirmed and reapplied in any 
amendment of the agreements . . seems to indicate 

that their immediate practical value is comparatively slight 
Ihese principles, indeed, appeared at the time they were first 
formulated to be the more permanent part of the Ottawa 
structure. The hopes of those who were disappointed by 
the actual achievements of Ottawa were sustained by the 
promise of Ottawa contained in the enunciation of these broad 
principles for the general regulation of Empire trade policy.^ 
As it is, these principles have been jettisoned in the new 
agreements, and will become increasingly difficult to revive 

' They underjtcx^ ihe principle to imply that the United Kingdom manu- 
taciurer should be given a ‘ fair deal ’ in the New Zealand market. They refuted 
• u thb principle is necessarily destructive of foreign trade : 

the suggestion that the equalization of costs principle carried to its ultimate 
Wfcmc would be destructive of practically all foreign trade begs the question, 
oecause we ^ink there is no intention of carrying the principle beyond what 
^ wa^anted in the national interest. The appreciation 

depeneb on applying common sense to the data available/— Survey of Inter- 
nattonaf Afairs, 1934, p. 85. 

. “.difficult to see apart from the equalization of costs principle, any altema- 
uve oasis for a tariff beyond sectional pressure brought to Dear on the legislative 
New Zealand Tariff Commission, quoted in Round Table^ December 1934, 

'Hicrc is, indeed, a fundamental conflict between the home economic policy 
and the foreign commercial policy of the United Kingdom. At home, economic 
policy seeks to foster agriculture. Abroad, it is Icamng to an elaborate system 
01 »mmercial agreemenu designed to promote the interchange of British manu* 
overseas agricultural prooucc. 

^ Empire^ p. 283, 

♦ Sec, for instance, J. Coatman, Magna BrUtania^ *936> p. 187. 
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as time passes. Imperial industrial co-operation, or Imperial 
economic co-ordination in a comprehensive form, is now an 
ideal more remote than ever. 

3 . India and Industrial Co-operation 
(rt) Supplerrunlarj- Indo-British Trade Agreement 

Unlike the agreements with the Dominions, no general 
provision was included in the Indo-British Agreement con¬ 
cluded at Ottawa for the regulation of Indian tariff policy 
in the interests of an orderly development of Empire economic 
activities. A supplementary Agreement was, however, signed 
on 9 January 1935, to be current during the period of operation 
of the Ottawa Agreement. It contains provisions similar in 
essential respects to the general clauses of the agreements with 
the Dominions discussed above. 

Both the United Kingdom and Indian Governments agreed 
that while protection to Indian industry against imports from 
all sources might be necessary in the interest and economic 
well-being of India, conditions within industries in India, in 
the United Kingdom and in foreign countries might require 
a higher level of protection against foreign than against 
United Kingdom imports. 

The Government of India bound themselves to afford 
protection to such industries only as after due inquiry by the 
Tariff Board had, in their opinion, established claims to it 
in accordance with the principles of Discriminating Protection 
laid down by the Indian Fiscal Commission.* 

They further undertook that the protection given to any 
industry should not exceed what was necessary to equate the 
prices of imported goods to the fair selling prices of similar 
goods produced in India, and that, wherever possible, in 
harmony with the above provisions, lower rates of duty 
should be imposed on the goods of United Kingdom origin. 
Differential margins of duty in favour of the United Kingdom’s 
goods thus established should not be altered to her detriment.* 

‘ The three condilioru laid down by the Indian Fiscal Conunission amoimt 
just to this, that an industry must be * reasonably assured of sound opportunities 
for success ’ before it can qualify for protection. 

^ The right of the Indian Government to impose an overriding dut^ on 
imported goods higher than the protective duty required, however, remained 
unaffected. 
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Full right was conceded to interested United Kingdom 
industries to represent and defend theii- cases before the Indian 
Tariff Board, at the time of granting substantive protection 
to Indian industry or of review or revision of existing duties. 
The Government of India, again, undertook to institute such 
a revision on the request of the United Kingdom Government, 
in the event of any radical changes affecting protected indus¬ 
tries during the currency of the period of protection. 

The United Kingdom Government in turn promised to 
consider, in co-operation with respective commercial interests, 
schemes to develop the import from India of raw or semi¬ 
manufactured materials used in the manufacture of articles, 
which on importation into India were subject to differential 
protective duties. An undertaking was given, in particular, 
to continue to use all possible efforts in co-operation with trade 
interests, to stimulate the consumption of Indian cotton 
in all possible ways, including technical research, commercial 
investigation, market liaison and industrial propaganda. 
Similarly, the duty-free entry of Indian pig-iron into the 
United Kingdom was assured, so long as the differential 
margins in respect of imports of iron and steel into India by 

virtue of the Iron and Steel Protccdon Act of iqs 4> were not 
reduced. 

In conclusion, both Governments undertook that in all 
matters dealt with in the Agreement, they should at all times 
receive and consider any conclusions, agreements or reports 
which might be framed as a result of a conference between 
accredited representatives of industries concerned in the 
United Kingdom and in India.' 

The Net Effect of the Supplementary Agreement 

Thus, in effect, the principles underlying the protective policy 
of Ae country as well as certain accidental results of that 
policy in the form of differential duties, which had hitherto 
been worked presumably and avowedly in the sole interests 
of India, now became part of an obligation assumed by agree¬ 
ment towards a co-contractant. 

* Salient provisions of the Mody-Lees Pact were incorporated in undertakings 
M of notes between the President of the British Board of Trade and 

Uie High Commissioner for India. They are considered in the next chapter. 
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Shift in the Terms of the Iron and Steel Agreement 

The Supplementary Agreement, moreover, marked the cul¬ 
mination of a progressive change in the terms of the agreement 
in regard to iron and steel. In the first instance, at the time 
of the Ottawa Conference, the free entry of Indian pig-iron 
into the United Kingdom as well as a substantial outlet for 
Indian sheet bar there was secured in return for preference 
on galvanized sheet in India.' Then, on the occasion of the 
Steel Industry Protection Act of 1934, the need for an outlet for 
Indian sheet bar having ceased to press, the free entry into 
the United Kingdom of Indian pig-iron only was exchanged 
for preference on United Kingdom galvanized sheet imports 
into India. The Supplementary Indo-British Agreement 
went a step farther. It secured the free entry of Indian pig- 
iron alone by the guarantee not only of preference on galvanized 
sheet, but also of the existing margin of difference in duties 
in favour of the United Kingdom in the ease of all other iron 
and steel products. With effect from 3 March 1937, imports 
of pig-iron into the United Kingdom from all sources became 
free of duty : the differential advantage of free entry of Indian 
pig-iron thereby ceased to exist. 

The Supplementary Agreement remained in force, although it 
failed to secure ratification by the Legislative Assembly. The 
Government claimed that they had done ‘ nothing more than 
crystallize their past fiscal practice and the principles which had 
been accepted either directly or indirectly by the Legislature 
In their view ‘it (the Agreement) constituted no more than a 
formal statement of the principles and the practice of the 
policy of discriminating protection which had received the 
approval of the Indian Legislature 

' See below Chapter IX, 5. 

* I^gishtiiM Assembly Dtbates^ 29 January 1933, speech of Sir Joseph Bhore. 

^ Reply from the Commerce Department to a telegram from the Indian 
Chamber of Commerce. 

The view here expressed about the principles and the practice of the policy 
of discriminating protection had, indeed, b^n echoed before in the opening 
speech of the leaaer of the Indian Delegation to the Imperial Economic Con* 
fercnce at Ottawa, and in the pages of Uie Delegation Htport. Thus Sir Atui 
Chatterjee said : * Theoretically, it might seem Uiat preferences in the case of 
protective duties would be excluded altogether, but practically the result has been 
diiTcrent. One of the most interesting things about the Indian system of pro¬ 
tection is that it has led directly Co what has been in effect, if not in intention, 
a preference for Empire goods/— Appendues to the Summaty oj ProuidingSy lmp€fiAl 
Eeor\omic Coriftrince at Ottawa^ 1932, p. 97. 
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This interpretation of the principles underlying the policy 
of discriminating protection, however, appears to be of doubt¬ 
ful soundness. It might be useful to recall the circumstances 
under which the Iron and Steel and Cotton Protection Acts 
ot 1927 and 1930 respectively were carried through the 
Legislature Briefly, the Assembly had to choose between 
protection for the Indian industry with preference for British 
imports, or no protection at all.' It voted for the former. 

Preference may thus have been accepted as an incidental 

outcome of the policy of discriminating protection in two 

specific instances. That, however, could hardly be said to 

have committed the Indian Legislature to grant preference, 

possible, as a matter of policy.' On the occasion 

I the Ottawa Economic Conference the protected articles 

were definitely excluded from the scope of preferential 
proposals.3 ^ 


(b) Industrial Co-operation in Practice ; 

Scope and Difficulties 
Scope of Fruitful Industrial Co-operation 

merits of Imperial industrial 
co-operation from the point of view of India, it might be 

observed that economic co-operation already obtains to a 
not unimportant degree between the United Kingdom and this 
country. It might be further promoted in an important 
measure to the common benefit of both countries. 

It has been seen how the character of India’s import trade 

mcnt^ha*vc^*an*^i^*mfnH* conveyed the impression that Govem- 

amendments on the rtmtinff pr«par«5d to dijc^ these various 

Drastic ebanacs in ^ equaily open for consideration, 

for the ^vemm«. ^ em^ied in the Bill, it woultTl fear, be impossible 

speech of Sir Rain^'*^ Auembly DtbaUi, 13 MarchTgso, 

Delegation to the Ottawa Conference 
implication of the Assimht Indian I-inance Member, too, discounted any 
• not accepuncc of a change of policy : 

at this .tie m iSSfniYh Assembly to commit thet^lSi, 

regard tSS prooS^fli^' principle of Imperial preference. We ask them to 
emerKenev r measure designed to meet the immediate 

3 ?ce Schuster, 28 February 1930. 

acceptance the recommending the Agreement for 

•hSt'^^faS "Cion ‘on the other side of the balance 

way been imnaired ^^**1**!?*^^®” afforded to Indian industries has not in any 

poircy^Tthr^r^s^ 
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has been undergoing a progressive change. Before the 
staple lines like cotton manufactures, iron and steel goods and 
metals preponderated in that trade. During recent years, 
imports of such goods, particularly cotton manufactures, have 
dropped heavily, while new lines of imports have developed, 
and many old lines which were relatively small before are also 
growing rapidly. Indian industry is taking up the manu¬ 
facture of many forms of goods which were formerly largely 
imported : there is at the same time a continual adaptation 
in the character of the import trade to the many develop¬ 
ments in the field of Indian production. More and more, 
imports take the form of products of the latest scientific 
technique meeting the new and growing demands for the 
improved facilities and amenities of modern life, and of 
capital goods, such as electrical appliances of all lands, 
cinematograph films and photographic apparatus, wireless 
and broadcasting equipment, telephone installations, refrigera¬ 
ting and air-conditioning plants, transport vehicles, chemicals 
and specialized equipment including machinery of all kinds. 

This change in the character of India’s import trade, the 
restriction of old lines and the development of new ones, has 
been more marked in the ease of imports from the United 
Kingdom than on the whole. Sir Thomas Ainscough, Senior 
British Trade Commissioner in India, in his Report for 1935 ‘® 
observes as follows : 

‘ Happily, most of the classes of imports affected by these 
developments arc those in which United Kingdom 
manufacturers already hold a large share and are keeping 
abreast of market requirements. It is most encouraging 
to note that in the newer highly technical industries, 
United Kingdom manufacturers are successfully meeting 
foreign competition and are reinforcing their efforts by 
adequate sales, technical and service organization on Ac 
spot. Fortunately, too, these classes of imports, which 
are capable of such great expansion, can be developed 
without competing wiA India’s own natural industrial 
development. The friendly co-operation of British manu¬ 
facturing organization, with Acir technical experience 
and knowledge of world-wide conditions, and Indian 
industrialists, wiA Acir knowledge of local conditions, 
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should be most valuable in research work with the object 
of stimulating the consumption of their products by 
creating fresh outlets and uses for them and by joint 
effort to develop backward sections of the market and by 
promoting entirely new consumptive demand. I am 
convinced that we must rely more and more in future on the supply 
of capital products and technical equipment to India, thus aiding 
her own development with our experience and technique.'* 

The scope of mutually beneficial co-operation in industry 
between the United Kingdom and India is admirably summed 
up in the concluding sentence of the above passage. It is a 
broad form of economic co-operation in respect of trade, 
which might be brought about by tariff preferences, not a 
close form of co-operation among industrialists in the same 
field, seeking the same ends, which is beset with peculiar 
difficulties for a poor and backward country like India. 

Difficulties of Industrial Co-operation 

The scheme of industrial co-operation was only stated in 
broad outline by the Imperial Economic Committee. As such 
it appears perfect in all its parts, well co-ordinated and 
harmonious. In practice it is beset with difficulties and dangers 
for the weaker partner which it is well to recognize if only 
to know the conditions of successful co-operation. 

In the first place, it is doubtful whether such schemes of 
industrial co-operation in their actual working out could 
prove sufficiently clastic for a reasonably rapid adaptation 
of the more highly specialized branch to ‘ the progressive 
evolution of the local industry ’. No doubt the changing 
character of demand makes readjustment and reorganiza¬ 
tion inevitable, and in thb process the more specialized 
industry may open up fresh lines for itself and abandon old 
ones to be taken up by its younger and less experienced partner. 
However, the basic postulate in such case, of a shifting demand 
may not always be realized. The demand for staple lines 
of manufacture of cotton and iron and steel goods, for instance, 
is likely to be fairly stable. The increasing inelasticity in 
the methods of production becomes, therefore, a positive bar 
against accommodation by the more highly developed industry 

‘ The italxcB are mine. 
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to the growing requirements of the younger industry. Mass 
production methods, and increasingly elaborate scientific 
technique, demanding in their turn larger units of production, 
more elaborate organization and heavier capitalization set 
up vested interests against change. 

Again, the ease for industrial co-operation is for the most 
part the case against fostering with the aid of high tariffs 
inefficient industries, for which natural comparative advantages 
arc non-existent. It is the case against diverting a country’s 
resources of labour and capital into uneconomic channels, 
thereby imposing a burden on the consumer out of proportion 
to the advantage conferred on the community. But in India, 
protection is granted in a very deliberate manner, after the 
thorough investigation of claims of an industry by the Tariff 
Board, which satisfies itself that the industry fulfils certain 
stringent conditions. While in no ease is substantive protec¬ 
tion granted without prior examination by the Tariff Board, 
eases have not been infrequent in which protection has been 
withheld by the Government, even when it has been recom¬ 
mended by the Tariff Board, or the degree of protection 
actually granted has been less than that proposed by the Tariff 
Board.* Protection is granted only to such industries as 
possess natural advantages, an abundant supply of raw 
materials, cheap power, a plentiful labour supply, and a large 
home market ; and in regard to which there is a reasonable 
prospect of being eventually able to dispense with protection.* 
Protection is temporary and given for a short period, generally 
from three to seven years at a time. This cautious and dis¬ 
criminating Indian policy of protection is unlikely to encourage 
industries, not reasonably assured of sound opportunities for 
success.^ The degree of protection, again, is just sufficient 

' Important instances are furnUhed by the cotton, silk, glass, woollen and sugar 
industries. 

* Sir CeofiVey Corbett in his statement before the Imperial Conference, (930» 
describ^l the various stages through which a claim to protection has to pass 
before it b estabibhed, and concluded ; ‘ In this way, we believe it b ensured 
that the burden on the consumer b as small as possible, and that the consumer 
has ample opportunity to express hb views and assert hb influence at every stage 
of the proce^ings/— Rep^t of Frocudings^ November 1930, Cmd. 3717, p. iw. 
Sec abo Report of thi Indian Fis«U Commission^ p. 44 and J. C. Coyajee, Thi 
Indian Fiscal Problem^ t 9 '-^ 4 » Lecture II on ‘ Discriminating Protection 

^ Though protection may not assure success of an industry, unless properly 
used (see below p. t66 n)« 
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and no more than sufficient to equalize the fair selling price 
of the Indian product with the duty-paid landed import price 
of the foreign competing article. This measure of ‘ scientific ’ 
protection is conceived in the best interests of the Indian 
consumer as of the Indian industry : the atmosphere of equal 
competition is favourable to that growing efficiency and con¬ 
tinuous improvement which is essential for a speedy attain¬ 
ment by the industry of that condition ‘ when ir would be able 
to stand the competitive challenge of its foreign rivals 
Precisely on account of these considerations, however, there 
should be limited room for granting preference to the products 
of a foreign industry, which is also protected at home. 

There is, indeed, a conflict of aims bct^veen the policies of 
discriminating protection and preference. As the Indian 
Delegation observed while discussing the case of steel—and these 
remarks apply with equal aptness to other cases—the introduc¬ 
tion of preference could only be effected cither by a lowering 
of the duty on British imports below the level determined 
upon by considerations of protection, or by raising the rate of 
duty on foreign imports fixed by requirements of discriminat¬ 
ing protection. But ‘ to concede a preference by reducing 
ffiese rates to a lower figure in favour of British steel would 
impair the protection intended by the Legislature to be 
afforded to the Indian industry, and to raise the duty on foreign 
steel to a higher point than was required in India’s own 
interest would have been a grave departure from the funda¬ 
mental principle of the policy of discriminating protection 
Either the amount of protection would be rendered inadequate 
or excessive. Neither of these courses is desirable. Both 
of them arc detrimental to the interests of the Indian industry 
and/or the Indian consumer. In general, preference would 
appear to be incompatible with discriminating protection, 
though special circumstances may sometimes justify its grant 
in the case of a protected industry.* 

Schemes of industrial co-operation and * complementary 

T 33 ’ They continue : ‘ It would have meant that though, when an 

was in question, the consumer ought not to be taxed beyond 
the extent necessary to give the protection needed» this could be done without 
objecuon when a British industry desired to be safeguarded against foreign 
competition/ * 

^ e.g. in the case of the steel industry in 1927 (see below Chapter IX» 4)* 
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production ’ may more often than not result in defeating the 
logical end of a policy of protection and prolonging the period 
of the consumer’s sacrifice, indeed in making protection a 
‘ permanent burden on the community ’ which it was the 
foremost care of the Indian Fiscal Commission to avoid. 

Besides, arrangements aimed at the division of the Indian 
market between the Indian industry and a single foreign 
industry are not likely to serve the best interests of the Indian 
consumer. In the absence of free competition between 
outside sources of supply, both the quality of satisfaction offered 
to the consumer and the price of such satisfaction may be 
affected to his detriment. The former may deteriorate, the 
latter may be raised against him.' 

Again, fine distinctions between competing and non-compet¬ 
ing parts of an imported product, whose local production is 
receiving protection, arc often an insufficient basis for accord¬ 
ing differential treatment to different portions of the imported 
supply. For the working of the price market is often complex, 
its ramifications arc intricate, and competition works through 
indirect channels, defying the elaborate categories and minute 
classifications of trade by tariff officials.® 

Reference may be made at this stage to certain funda¬ 
mental considerations which have an important bearing on 
the formulation of a right commercial policy for India. 

Some Fundamental Considerations 

India is a vast sub-continent gifted with abundant and rich 
natural resources. She has a population one-fifth of the whole 
world, and therefore a supply of cheap and plentiful labour. 
The labour is no doubt lacking in skill and mastery of modern 
technique, but has a tradition of industry, and is capable, if 
trained, of acquiring the arts of machine manufacture. Every¬ 
thing considered, her resources and equipment form asufficicntly 
broad base upon which to rest a fiscal policy designed to 
promote the interests of her huge population. The volume, 
character and range of her resources arc of such a nature that 
she can very appropriately form a unit in world co-operation. 

* See below Chapter IX, 6 , ‘ Industrial CoKiperation ‘ for the views on this 
aspect by the Indian TariflT Board on the Iron and Steel Industry, 1934. 

* On this point, sec Ripori qf ihi Indian Tariff Board on tht Colton Ttxtlu Industry^ 
1934, p. 147. 
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There is therefore little to recommend schemes of industrial 
co-operation or complementary production which might 
circumscribe the scope of her economic development and make 
more distant and difficult the full utilization of her economic 
possibilities. 


Relative Backwardness of British Industry 

Another reason advises caution against a wholesale c.xtension 
of preferences to the products of a British industry, even if 
the producers of a particular line of goods in both countries 
find such arrangements to their mutual advantage : British 
industry since the War has lagged behind the industry of many 
other countries in efficiency of organization and technical 
equipment.* 

Her whole history wrote Professor Siegfried, referring 
to Lancashire, ‘ has been a continual adaptation from one 
decade to another, to meet the changing requirements of the 
world situation.’* The root of the hardships of the e.xport 
industries of the United Kingdom lies mainly in the fact that 
since the War they have been characterized by lack of 
mobility and adaptation.’ 

This leaves the case for a comprehensive system of exclusive 
co-operation with staple United Kingdom industries without 
strong rational support. Yet not unnaturally, the demands 
for co-operation are most insistent and pressing from precisely 
those United Kingdom industries like cotton and steel which 
have suffered most from the growth of local competition in 
India. The avowed end of such co-operation is to arrest the 
process of decline which has overtaken the old United Kingdom 
trades. The successful achievement of this end involves 
retarding the development of competitive Indian industries. 


for inatance G. D. H. Cole, British Trad* and Industry, Past and Prestnl, 
1932 ; Report of the Committee on Industry and Trade, 1929, pp. 179, 235, 297 ; A. 
LovMay, Britain and World Trade, 1931, p. 169 ; Siegfn^, op. cit.. p. 58. 

Post-War Britain, 1924, p. no. 

The Balfour Committee on Industry and Trade thought it ' abundantly 
clear that the first step towards putting British industry in a position to compete 
successfully in overseas markets is to subject their organization and equipment 
to a thorough process of reconditioning and, it might be added, impart some 
meutue of resilience to the whole economic system. Recent improvements 
in Bntuh industry weaken but do not completely take away the force of »hi« 
statement. 
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There is here a clear conflict of interests. To ignore it is to 
overlook facts. The solicitude of the United Kingdom 
manufacturer to stay the long continued set-back to his trade 
can be easily appreciated. Nor is it difficult, however, to 
understand the eagerness of the Indian industrialist to extend 
and diversify the range of his output and to venture forth his 
capital and enterprise into new profitable channels. 

Conclusion 

The sum and substance of the case against Imperial industrial 
co-operation even were Imperial preference in general 
supported, may be put thus : to prefer United Kingdom 
imports to other imports of the products of an industry not 
protected in India is one thing ; to continue to accord prefer¬ 
ence to United Kingdom imports when the corresponding 
Indian industry has received protection is quite a different 
affair. In the latter case the proper objective is to develop the 
productive capacity of the Indian industry to a point where it is 
able to meet all Indian requirements, within the shortest 
possible time, so as to minimize the burden of protection on the 
Indian consumer. That objective would ordinarily be 
compromised by the simultaneous admission of preference for 
United Kingdom products into the protective scheme, unless 
the requirements of discriminating protection as such advise 
a lower rate of duty on United Kingdom imports. 

As has been observed above, there is a general form of 
economic co-operation between the United Kingdom and 
India to which exception may not be taken, and which is being 
achieved more and more in practice : the Indian demand for 
the products of new technique and the improved facilities of 
modern life, and for capital goods, is increasing, and the 
United Kingdom is increasingly directing her resources to 
meeting these new demands. This process may be accelerated 
to the mutual benefit of the United Kingdom and India. 

International Cost Differences : the General Case for Differential 
Protective Duties Considered 

The general argument for introducing preference in favour 
of United Kingdom goods into the Indian protective scheme 
may be stated thus in its essentials : costs of production of the 
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United Kingdom industry being higher than the costs of pro¬ 
duction of the foreign industry, a lower duty would afford 
adequate protection to the Indian industry against the dear 
goods of the United Kingdom than against the cheap goods 
of her foreign rivals.* To impose higher duties on United 
Kingdom goods than arc necessary to equate their c i f 
import prices with the fair selling price of similar goods 
produced in India would, besides rendering the amount of 
protection to the Indian industry excessive, add to the burden 
on the consumer of United Kingdom goods. 

In appraising this argument it might be noted that the 
higher costs of production of United Kingdom goods could 
be made up broadly of two elements : (i) higher costs due to 
superior quality of the United Kingdom articles judged by all 
the relevant indices of efficiency of service, (2) higher costs of 
the United Kingdom than of foreign goods of like quality. 
Now a claim for a lower rate of duty on United Kingdom goods 
cannot be based on the ground that higher quality makes for 
higher costs of production. For the higher quality—if the 

consumer is the judge—should make as much for higher prices 
as for higher costs. 

The second ground for lower duties on United Kingdom 

goods amounts in other and plainer terms to this, that the 

United Kingdom manufacturer is unable to place his goods 

in the market at competitive prices against the foreign 
manufacturer. 

The differential treatment of the products of United 
Kingdom industry on the ground of higher costs has some 
justification from the point of view of industry. Indian 
industry is initially saved from excessive or inadequate 
protection against one or the other source of supply, such as 
would result if a uniform duty based on a comparison of 
foreign costs or United Kingdom costs alone, or some average 
of the two, with Indian costs, were imposed. 

‘he re^ns for the reduction of India’s imports from Great Britain 
f Corbett mentioned the following in hb statement on 

Indian Delegation before the Imperial Contoencci 1030 : ‘ For 
reason—and I realize there may be many reasons—this gap (between 
tn tC ^ materials and imported manufactures) tends to m wider 

u/A j manufacture* than in the case of foreign manufacture*. And 

dnven to buy foreign b ec ause wc cannot afford to buy British.*— 
of Pfocuduigi^ p, 129. 
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Against this possible advantage to Indian industry, however, 
has to be set the loss to Indian revenues caused by a preference 
to United Kingdom goods not compensated by a correspond¬ 
ing reduction of the burden on the consumer, for the remis¬ 
sion of duty on United Kingdom goods only serves to 
compensate the preferred producer for his higher costs and 
is not translated into lower prices to the benefit of the 
consumer. 

Again, in so far as costs of production of United Kingdom 
industry arc unnecessarily high and could be reduced with 
proper rationalization, this sacrifice of Indian revenues only 
means a subsidy to inefficiency, which necessarily arrests the 
progress of reorganization and improvement.' 

The general case against differential protective duties has 
been stated above. When could lower duties on United 
Kingdom than on foreign goods be properly combined with 
protection for an Indian industry ? 

The Real Case 

A real case would exist for different scales of protective 
duties against imports of a commodity from different sources 
if the severally derived imports constituted separate commodi¬ 
ties for practical purposes, which could be identified with 
separate categories of home output : the extent of protection 
in each case would be determined on a comparison of the 
fair selling price of the home product with the duty-free price 
of comparable imports. 

Differentiation would thus be based on a difference in the 
kind or class of imports happening to coincide with a difference 
in the source of imports. The iron and steel duties in 1927 
furnish an instance in point. But it is usually hard to come 
by cases where imports of a commodity from different sources 
fall into practically non-competing groups. 

* For ihe higher costa of the United Kingdom producer may be due to his 
reluct.'incc to scrap obsolete plant or deficiency of skill to adopt or adapt new 
inventions, to improper co-ordination of efforts and resources in production and 
marketing, or to ineffective organization, or other causes. ‘ There was a good deal 
of truth in the statement made by a Japanese spinner to the effect that LancMhire 
was trying to make India pay the price of Lancashire's inefficiency. It is the 
efficiency of the Japanese that has made them such formidable competitors.’— 
MaiteiusUr Guardian Commtrciat, Annual Review, i February 1935, p. 80. 

A good deal could also be said about the cost to the Indian consumer of the 
relative inefficiency of the Indian cotton industry. 
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Cases of partial or ineffective competition between imports 
differently derived are not so uncommon. They may appear 
to afford a wide, but indeed provide a weak and insufficient, 
basis for tariff discrimination. Only the obvious absence or 
substantial lack of competition among two or more outside 
sources of supply could completely justify differential duties 
from the point of view of considerations of discriminating 
protection. 

The cases of differential protective duties in relation to 
cotton and steel are considered in more detail in the next 
chapter. 



Chapter IX 

PREFERENCE WITHIN PROTECTION : 

COTTON AND STEEL 

Imperial industrial co-opcration has found partial practical 
expression in India in the form of differential protective 
duties, and may thus aptly be termed ‘ preference witliin 
protection As such it was first introduced into the Indian 
tariff by the Iron and Steel Industry (Protection) Act, 1927, 
and the Cotton Textile Industry (Protection) Act, 1930. 
It was granted a fresh lease of life by two later Acts : the 
Indian Tariff (Textile Protection) Amendment Act, 1934, 
and the Iron and Steel Duties Act, 1934. 

Without giving a detailed narrative of facts, the salient 
features in the working of the protective cum preferential 
schemes in relation to the two Indian industries may here be 
briefly reviewed. 


I. Introduction of Differential Protective Duties 
ON Cotton ; Views of the Tariff Board 

Introduction of Differential Protective Dutiea, 1^30 

By the Cotton Textile Industry (Protection) Act, 1930, 
the revenue duty on piecegoods was raised from 11 to 15 per 
cent, and in addition a protective duty of 5 per cent ad valorem 
with a minimum of 3I annas a pound on ‘ plain g^ey goods 
was imposed for three years on all cotton piecegoods imported 
from countries other than the United Kingdom. 

The exclusion from the scope of the protective duty of goods 
imported from the United Kingdom was justified chiefly on 
three grounds : firstly, that the extent of direct competition 
between the products of the Indian industry and imports 
from the United Kingdom was relatively small ; secondly, 
that the great bulk of the goods imported from the United 
Kingdom were of a kind which could not be made from Indian 
cotton ; and, thirdly, that the grant of assistance to the Indian 
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industry for the manufacture of the hncr varieties of goods 
could not be considered except in connexion with the question 
of substantive protection.' 


The Cotton Tariff Board, ig^s, on Mr Hardy's Conclusions 

The conclusions of the Government in regard to the extent 
of competition between United Kingdom and Indian goods 
were based on the results of the investigations in 1929 of 
Mr G. S. Hardy, Collector of Customs, Calcutta. They were 
subjected to close scrutiny by the Tariff Board on the Cotton 
Textile Industry, 1932. The Board found that both in respect 
of bleached goods and bordered grey goods—two most 
important lines of imports from the United Kingdom—Mi- 
Hardy and the Government of India had considerably under¬ 
estimated the extent of competition from the United Kingdom, 
either because they underestimated the extent of comparable 
Indian output (of bleached goods), or because they under¬ 
estimated the extent of comparable United Kingdom imports 
(of bordered grey goods).* 

Protection Necessary Against the United Kingdom 

The Tariff Board was of the view that protection was 
needed as much against the United Kingdom as against other 
countries. It did not find it possible to determine separ¬ 
ately the extent of protection necessary against imports from 
different sources. There was, firstly, the extreme difficulty 
of estimating the degree of direct competition from particular 
countries on the basis of the data available ; and, secondly, 
indirect competition in the form of substitution operated 
over a very wide range of similar, if not identical, articles 
derived from different sources. Moreover, the Board con¬ 
sidered that if the scheme of protection were to succeed in its 
object it was as necessary to encourage the production in 
India of goods of finer counts as of medium and coarse counts.* 


* truiian Tar^ Board on ttu Cotton Ttxiilt Industryy p. 143. 

3 > PP- * 44 - 5 . 

, . ^ granted that there is a case for protecting medium and coarse counts^ 

which represent 80 per cent of the aggregate Indian market, then, to the extent 
P^^uciion of finer counts wfll help to reduce the cost of manufacturing 
jncdium and coarse counts in the same mnls, the extension of protection to the 
ormcr must be a logical result of granting protection to the latter, and a necessary 
step towards shortening the period of protection and reducing the burden on the 

country/-ibid., p. 109. ^ 
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Again, the production of finer counts, it was hoped, would 
encourage the investigation of possibilities of growing superior 
grades of cotton in India. 

Uniform Minimum Specific Duties 

The Board recommended uniform minimum specific duties 
on goods imported from all countries including the United 
Kingdom as follows ; 

Plain grey ., • • 5 annas per lb. 

Bordered grey . . • • 5 annas 3 pies per lb. 

White bleached . . 6 annas per lb. 

Coloured, dyed, or printed goods 6 annas 4 pies per lb. 

These rates were calculated according to the difference 
beUveen the costs or fair selling price of the Indian industry 
and the net price realized by the mills, mainly in respect of 
medium counts, of which imports from the United Kingdom 
were said to be not inconsiderable. 

The specific duties as minimum protective duties uniformly 
applicable to all imports were to be outside the scope of any 
preference that might be agreed to be granted. For that 
purpose the use of alternative ad valorem revenue duties was 
recommended. 

Probable Effect of Tariff Board Proposals 

The Report of the Tariff Board signed in November 1932, 
was published in March 1934, without any resolution thereon : 
its findings had by then been superseded by events occurring 
in the meantime. 

Whatever their effects in the direction of securing the 
development of the Indian industry might have been, it was 
authoritatively believed that ‘ the recommendations of the 
Board, if adopted, would have been most damaging to 
Lancashire interests Therefore, Sir Thomas Ainscough 
expressed the opinion that the two Cotton Agreements (sec 
below), ‘ by rendering inapplicable the proposals of the 
Tariff Board, had prevented a further serious blow to British 
textile trade *.* 

‘ Department of Overseas Trade ; Riport on Conditions and Prospicts ^ UniUd 
Kingdom Tradt in India^ 1934 , P. 68. 

* ibid., p. 75. 
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2. Differential Protective Duties : 

Cotton Trade Agreements 

The Indo-Japanese Agreement, and iggy 

The t^vo most important events which led to the super- 
session of the findings of the Tariflf Board were the conclusion 
towards the end of 1933 of the Indo-Japanesc Agreement and 
the Bombay-Lancashire Agreement, othenvise known as the 
Mody-Lccs Pact. It is not possible to describe in detail here 
the circumstances of origin or the provisions of the former 
Agreement : it comprised a Treaty and a Protocol ; the 
Treaty provided for the maintenance of mutual most-favoured¬ 
nation treatment ; the principle underlying the Protocol was 
the linking of imports of Japanese piecegoods on a sliding 
quota basis with exports of Indian raw cotton.* The duty 
on Japanese cotton piecegoods was also reduced from 75 
per cent to 50 per cent ad valorem. The Protocol concluded 
on 12 July 1934, was to expire on 31 March 1937. A new 
Protocol was initialled by the Delegates of the Governments 
of India and Japan on 12 April 1937. It substantially 
reproduced the terms of the previous Protocol, though it 
provided for a smaller quota of piecegoods imports in view of 
the separation of Burma and the conclusion of a separate 
Agreement with that country.* 

'Oie Agreement brought into prominence a factor which sets 
a limit on the extent to which the Indian industry can be 
allowed to satisfy the Indian market—the necessity to secure 
an outlet for the huge exports of Indian raw cotton. The 
Indian cotton mill industry takes normally only about two- 
fifths of the cotton crop : for nearly one-half of that crop, 
a market has to be found overseas.’ Indeed, the proportion 
of short staple cotton which has normally to be exported is 
much higher—over two-thirds. Even a speedy extension of 
the domestic industry could not obviate the need for external 

' t million to i} million bales of raw cotton against 325 million to 400 million 
yar^ of Jap^ese piecegoods^ a variation of lo^ooo bales of cotton to ^ adjusted 
*4 tnillion yards of piecegoods, between the above limits. 

^1 million b^es could now k exported against 283 million yards of piece* 
the maximum of 14 million bales being exportable against 358 million 

yards. 

^ ^ Special Tariff Board on the Cotton Textile Industry ^ *936, p. 44. The 

rest of the raw cotton is used up in the hand*looins. 


11 
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dependence altogether, and the delicate problem of adjust¬ 
ment of the interests of the Indian cultivator and manufacturer 
will continue to complicate the situation for at least a good 
time to come. 

The Bombay-Lancashire Pact 

On 14 September 1933, a British Textile mission including 
representatives of the artificial silk industry and headed by Sir 
William Clare Lees arrived in Bombay. On 28 October, 
the mission departed for England, having negotiated an agree¬ 
ment with the Millowners’ Association, Bombay, which had 
Mr (now Sir) H. P. Mody as chairman. The Agreement— 
a precursor of the general understanding embodied in the 
Supplementary Indo-British Trade Agreement already 
considered—reiterated the right of India to protect the Indian 
industry even against the United Kingdom, but recognized 
that a liighcr level of protection was needed against other 
countries than the United Kingdom. It provided for the 
stabilization of the position in regard to the tariff on imports 
of cotton piccegoods from the United Kingdom, after the 
removal of the revenue surcharge, at 20 per cent ad valorem ; 
for a reduction of the duty on British yarn from per cent to 
5 per cent ad valorem with a minimum specific duty of i J annas 
per lb. against the general duty of i| annas per lb. for a 
reduction in the duty on pure artificial silk fabrics from 50 per 
cent to 30 per cent ad valorem or 4 annas to 2 annas per sq. 
yard, and on mixture fabrics from 35 per cent or 2 annas 
3 pics per sq. yard to 30 per cent or 2 annas per sq. yard. 
Besides, the Agreement arranged for the extension to Indian 
goods of any advantages secured for British goods in Empire 
and other overseas markets, as well as for India’s participation 
in any quota allocated to the United Kingdom. Finally, 
it provided for effective action being taken to popularize 
and promote the use of Indian cotton in the United Kingdom. 
The understanding was limited in its duration to the period 
ending 31 December 1935. 

The Indo-Japanesc Agreement and the Mody-Lecs Pact 
provided the complete framework for the new schedule of the 

* The agreement assumed the continuance of the cotton duty at the existing 
level of half an anna per pound. 
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cotton tariff'and were substantially incorporated' in the Indian 

Amendment Act, ,934, which was 
passed in April and became effective from i May of that year 
Ihc Act thus included considerable differential tariff margins 
m favour of the United Kingdom and gave protection to\he 
Indian industry for a period of five years until 31 March 1939. 

IfTiperidl Industrial Co-operation 


It must be fully appreciated that in incorporating the 
provisions of the Bombay-Lancashirc Agreement in the Act 
> 934 , the Government were only trying to implement the 
poficy** Imperial industrial co-operation in their tariff 

But this actton of the Government was subjected to criticism 
m the Assembly on the ground that the Agreement had the 
suport of only a section of the Indian industry, however 
substantial, and was opposed by important parts of it.s 


Ad Valorem versus Specific Duties 

An important recommendation of the Tariff Board of 1032 
which was Ignored in the Act of 1934 related to the imposition 
minimum specific duties for protection : cotton piece- 
goods other than plain greys have continued subject only to 
ad valorem duties. NoW the amount of protection received 
by an industry under a system of ad valorem duties tends to 
irmnish with a fall in the prices of imported goods and 
to mcrease with a rise in prices. Thus it alternately tends to 
become inadequate for the industry and excessively burden¬ 
some for the consumer. From the point of view alike of the 
industry and of the consumer specific duties appear to con¬ 
stitute a more suitable form of protection than ad valorem duties.^ 


* Thb ipcdfic duty on counts above 50’s was removed. 

Mem^r “o thT Ch^ “ dated 25 October 1933. from the Indian Commerce 
latter’s deparUire^from^mh^ Delegation, just before the 

of India^^mbert ‘^®^t“dabad MiUowners’ Association, and the Federation 
whidJ^DOi^^fc^^ *"®thcr thing, Uiat part of the industry 

than thc^^^n thiJ ^ vvas more vitally affected by competiUon from Lancashire 
TexliU Industry » “• Rsfwl the Spee^ Tariff Board on the Colton 

proittCT^P;/^;,SrU« Ahmadabad in the 

doubt a more equitable form of taxation for revenue 
a pSS 3 of falling prica^"*^® “ *” ® P"*"" ^ 
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Mr G. S. Hardy had found that a change to a system of 
specific duties assessed according to weight would on the 
whole be undesirable, because it would lead to a disturbance 
of the relative incidence of customs duties on different classes 
of goods. He was not, however, primarily investigating the 
claim of the cotton industry to protection. The Tariff Board 
of 1932 which was appointed definitely to inquire into this 
claim was of the view that the disturbance of incidence would 
be precisely of a kind as to safeguard the scheme of protection : 

‘ the most noticeable direction in which disturbance will be 
caused on this method of assessment is that goods belonging 
to groups of lower counts will be liable to proportionately 
higher rates’.* Precisely these goods constituted the bulk 
of the Indian production, in which the need for protection 
was greatest.* Moreover, in the coarser classes of goods, 
particularly of counts 20 and below, internal competition 
was already so strong that an increase in the import duty 
would not result in any corresponding increase in prices. 

The Indian Tariff (Textile Protection) Amendment Act, 
1934, granted protection to the Indian cotton industry for a 
period of five years until 31 March 1939. But the tariff rates 
on British goods were to be decided after the expiry of the 
Bombay-Lancashire Agreement on 31 December 1935, on a 
review of existing conditions and in the light of experience 
gained.^ This review was entrusted to a Special Tariff 
Board appointed on 10 September 1935. 

Among other things, the Board recommended a duty of 

* Rtpori of tki Indian Tarif Board on Ai Cotton TextiU Indmtry^ pp. 197^* 

* ' Simple ipccific duties arc rtgrtssiot —i.c. they weigh more heavily upon the 
cheaper varieties of qualities than upon the dearer oncs^^.g. the proportion of 
the total price represented by the tax is greater in the case of cheap tobacco than 
in the case of more expensive tobaccos. When a purely revenue duty b being 
consideredi it b clear that the maxim that taxation should be based on ability 
to pay b being infringed. When the duty b intended to be protective thb 
regressive effect may or may not be considered desirable. It b clear that the flat 
rate has the effect of protecting the less flne Qualities morf than the finer qualities, 
but Judgement on tlib result depends on the ooject for which the duty was imposed 
—(lor instance) a country whose textile industries are just b^inning to develop 
may find it desirable to levy a higher rate of duty on the inferior qualities, and 
thb a uniform duty effects.*—T. E. Gregory, Tariffs : A Stud^ in MiUiodt 

pp. iig-20. A variety of considerations arc involved for amvii^ at a de^on 
in a particular case. Sec ibid., p. 116 ; Report if the Indian Fiscal Commissiont 
p. 121. 

^ cf. Speech of Sir Joseph Bhore on hb motion for reference of the Bill of 1934 
to Uie Select Committee, Ligislalivo Assmbljf Debates^ 13 March X934« 
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20 per cent ad valorem, with a minimum specific duty of 
annas per lb. on plain grey goods, and 20 per cent 
ad valorem on all other goods including bordered grey, bleached 
and coloured (excluding printed) goods. The Report of the 
Board was published together with the decision of the Govern¬ 
ment of India to give immediate effect to its recommendations 
by a Resolution dated 25 June 1936.* 

3. Differential Protective Duties : The Balance Sheet 

IN Regard to Cotton 

(a) Costs 

Bisection of Protective Scheme 

In considering the above it has to be remarked that a piece¬ 
meal treatment of the tariff relating to different sections of 
imported supply of the same class of goods is not likely to secure 
the best application of the principles of discriminating protec¬ 
tion. The scheme of protection should be a consistently 
planned and co-ordinated whole, with a clearly articulated 
relation between its parts. The problem of affording protec¬ 
tion to an industry cannot properly be dealt with in all its 
bearings, nor can the degree of adequate protection be correctly 
ascertained, when the closely related aspects of one question 
arc bisected and treated in isolation. It was particularly 
injudicious to bifurcate the question of protection, and not to 
treat it as a whole, because the Tariff Board of 1932 which had 
been specially appointed to investigate the claim of the Indian 
cotton industry to substantive protection had recommended 
a system of minimum specific duties uniformly applicable to all 
imports as the very basis of their protective scheme. This 
was, moreover, the finding of the Tariff Board on a definite 
reference to it of the question whether the same degree of 
protection was required against imports from the United 
Kingdom as from other countries. It is, indeed, an interesting 
fact that the main outlines of the scheme of protection of such 
an important industry as the cotton industry were never at one 
time set out by any Tariff Board. 

Again, it appears from the above survey that protection has 
* S« Indian Tradt Journal, 16 July 1936. 
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been extended by small periods of two years or so. Such a 
procedure in giving protection is not likely to accomplish its 
purpose effectively. No departure from the principles of 
discriminating protection is here advised, but only the display 
of a little more courage and foresight in their application. Too 
little or too brief protection may be almost as bad as too much 
or too lengthy protection. A judicious or discriminating 
measure of protection is neither excessive nor inadequate and 
given in instalments of time which enable the industry to carry 
out with confidence schemes of reorganization and fresh 
development, in accordance with the requirements and 
possibilities of each ease.’ 

Loss oj Revenue 

Since the end of August 1932, when the duty on cotton 
piccegoods of non>British manufacture was raised to 50 per 
cent, while the duty on British goods remained at 25 percent, 
the United Kingdom has enjoyed a substantial preference 
of 50 per cent in duty. How far has this preference succeeded 
in extending the United Kingdom share of the Indian 
market ? 

The proportion of Indian imports derived from the United 
Kingdom declined from 50 per cent to 44 per cent between 
1931-2 and 1936-7, while that of Japan, practically her only 
competitor, increased appreciably from 45 per cent to 55 per 
cent between the two years. The relative retreat of the 
United Kingdom before the advance of Japan is most evident 
in coloured and grey goods ; in the bleached goods trade the 
United Kingdom, the predominant supplier, has well main¬ 
tained her relative share of imports. 

It appears thus that the wide difference in duties did not 

* Indeed, it woidd be an advantage to extend the scope of condidons that must 
be fulfilled by an industry to substantiate its claims for the gT.int or continuance 
of protection at least in one direction : the industry must set its house in order, 
modernize its technique, radonalize its methods, and reorganize itself generally 
•0 “ *0 reduce its costs, and add to its receipts by greater economy and increased 
clficien^. There is much room for improvement in respect of the cotton industry 
along lines of collecdvc buying of raw material and selling of finbhed goods, 
stand^izing quality, scrapping obsolete plant and, in general, by financial 
planning. The industry would generally be less of a burden on the consumer if 
full efforts were made to thb end. Sir George Schuster in hb budget speech of 
28 February 1930, promised to examine the pracdcability of Government inter¬ 
vention for securing the object. But unfortunately no steps were later taken to 
ensure that protection was well used. 
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enable the United Kingdom to enlarge her share of the Indian 
market, or even to prevent a decline in that share. This 
suggests that the difference in duties has corresponded to a 
large extent to differences in costs of production in the United 
Kingdom and Japan. But differences in cost of production of 
the imported product are irrelevant to the determination of the 
requisite degree of protection separately against either source so 
long as imports from one compete with the other for the satis¬ 
faction of the same demand. The case for differential duties 
from the point of view of considerations of discriminating 
protection must rest on the basis of lack of effective competition 
between goods imported from the United Kingdom and Japan : 
as such it appears rather weak. The lower duties in the case 
of United Kingdom cotton goods are thus partly at least 
preferential in character. An important ground for their 
continuance must be found in the reciprocal advantages offered 
by the United Kingdom in respect of exports of Indian raw 
cotton and cotton manufactures abroad. In so far as the lower 
duties on United Kingdom goods are preferential in nature, 
they involve a cost in the form of a loss of revenue without a 
corresponding reduction of burden on the consumer. This 
loss has been incurred in respect of at least a part of the 
preference of 30 per cent on roughly half the total imports of 
cotton piccegoods derived from United Kingdom, the total 
imports being valued at Rs. 17 crores in 1934-5, crores 

in 1935-6 and Rs. 13 crores in 1936-7 at a modest estimate 
this loss may be put at a crorc of rupees, more or less, in each 
of these three years. 


{b) Benefits 

We may now consider the other side of the balance sheet, 
the advantage offered to India in return for the grant of 
differential tariff margins to the United Kingdom manu¬ 
facturer of cotton and artiticial silk fabrics.* 

* Besides, imports of cotton twist and yam from the United Kingdom also 
enjoyed a dlflercntial advantage in protective duty. They were taxed at 5 
cent ad valorem or i annaj per lb. against per cent erf valorem or 1} annas per lb., 
whichever was higher, on non-British imports for counts below 5^*** and 5 P®** 
cent ad valorem agunst 6 ^ per cent ad valorem^ for counts above 5o’s. 

* The value to the Umted Kingdom of the latter concession is, of cour^, 
small, for ihc supplies only 3 per cent of the Indian market, which is dominated 
almost compIetJy by Japan* 
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Encouragement of the Use of Indian Raw Cotton 

By Article 8 of the United Kingdom-India Agreement 
concluded at Ottawa, His Majesty’s Government undertook 
to co-operate in any practicable scheme that might be agreed 
between the manufacturing, trading and producing interests 
in the United Kingdom and India for promoting, whether 
by research, propaganda or improved marketing, the greater 
use of Indian cotton in the United Kingdom. This obligation 
was repeated in the Supplementary Indo-Bridsh Agreement 
and the Mody-Lecs Pact. 

The United Kingdom could not encourage the consumption 
of Indian cotton by means of a differential duty, minimum 
quotas or other similar methods, because cotton is a raw 
material of United Kingdom industry, the predominant source 
of supply of which has been outside the Empire, namely the 
United States. 

In lieu of the tariff and the quota, therefore, propaganda 
and research have been employed to organize a simultaneous 
and complementary development of a commercial demand 
and commercial supply of Indian cotton. With this end, 
the Indian Cotton Inquiry Committee (later the Lancashire 
Indian Cotton Committee) was established by the President 
of the Board of Trade in the autumn of 1932 in pursuance of 
Article 8 of the United Kingdom-India Agreement. The 
Report of the Lancashire Mission, already referred to, on 
their return in November 1933, gave a stimulus to the activities 
of this Committee. It was assigned an active and significant 
part in ‘ a policy of economic reciprocity,' as particularly 
applied to all the interests associated with the cotton industry, 
from raw cotton to the finished product in both countries 

The principal function of the Committee has been to engage 
in various forms of propagandist activity with a view to 
encouraging cotton spinners, manufacturers and merchants 
to favour the use of Indian cottons. But an important part 
of its activities has consisted in overcoming the technical 
(as apart from the commercial) obstacles which lie in the way 
of the greater use of Indian cotton by spinners. The two 
annual reports for 1934 and 1935 leave no doubt in one’s 

’ OiUy another name for industrial co^i>eration. 

* First Annual Rtpori ^ (hi Lancaskui Indian Cotton CoTmiitUt I 934 » p. 7 * 
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iruDd that the Committee has made a sincere and earnest 
attempt—what by organizing exhibits of finished products, 
constant circularization of spinners and manufacturers, and 
various forms of printed propaganda, and by the investigations 
of technical difficulties at the Shirley Institute—to develop 
and sustain a permanently higher level of demand for Indian 
cotton. 

For a more precise appraisal of the results of the Committee’s 
efforts it is necessary to turn to the evidence of statistics. 


Table XLIII 


Exports of Raw Cotton from India 
(i»ooo tons) 

Imports of Raw Cotton into the 
United Kingdom 
(1,000 tons) 


United Kingdom 

Total 


India 

Total 

1929-30. 

48 (7%) 

, 727 

BSI 

47 (7%) •• 

687 

1930-1 

50 (7%) . - 

' 70' 


54 0o%) . . 


1931-2 

30(7%) 

423 

■iH 

47 (*0%) • • 

407 

1932.3 

3 ' ( 9 %) •• 

37 * 

1932 

24 ( 4 %) •• 

561 

' 933-4 

63 ('2%) • • 

5'2 

•933 

49 (8%) .. 

627 

• 934-5 

63 (to%) . . 

626 

>934 

69 ('*%) • • 

56* 

• 935-6 

81 (13%) •• 

607 

•935 

74 (• 3 %) • • 

564 

•936-7 

•07 (• 4 %) • • 

76a 

1936 

•04 (i 5 ®<>) • • 


' 937-8 

7 ' (» 4 %) • • 

488 

•937 

•03 (14%) •• 

737 


The above figures show that the fall in exports to the 
United Kingdom was less than in proportion to the total fall 
up to 1932-3, and their subsequent increase has been more 
than in proportion to the total increase. The relative share 
of the United Kingdom, therefore, doubled during six years, 
increasing from 7 to 14 per cent. The United Kingdom 
statistics similarly show a marked and progressive increase 
in the imports from India both absolutely and relatively to 
total imports. 

As regards the causes of the relative as well as absolute 
increase of United Kingdom imports from India, ‘ it is 
impossible to say to what extent this striking increase can be 
ascribed to parities obtaining throughout the season and 
to what extent to the activities of the Committee. The 
favourable parity has undoubtedly been a helpful factor but 
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thanks to the work of the Committee, an increase in consump¬ 
tion has been achieved much greater than could have been 
occasioned by parity alone, whilst conditions have been brought 
about which will maintain consumption at a higher level 
permanently.’* 

The following figures of the comparative consumption 
of Indian cotton show how important the price and parity 
movements have been as a cause of the relatively larger 
consumption of Indian cotton in the United Kingdom. 


Table XLIV 


Relalivt Consumption of Indian Cotton^ 
(Quaniity in millions of bales) 



1932-3 

> 933-4 

> 934*5 

> 935-6 , 

1936-7 

(1) 

United Kingdom consump¬ 
tion of Indian cotton 


•33 

■34 

1 

•39 ! 

1 

•43 

(!») 

United Kingdom consum|v 
tion of all cottons 

a-as 

1 

a -47 

2*51 

273 

, a-85 

( 3 ) 

World (excluding Indian) 
consumption of Indian 





1 


cotton .. .,! 

'•95 


304 

a -77 

3-4 

1 

1 

1 

(4) World (excluding Indian)! 


consumption of all cottons 

81 • 7a 

aa*6 

81-50 

33*38 

1 a6* ig 

1 

(A) 

(i) as percentage of (a) .. 

3 

4‘9 

61 

7-2 

7*8 

(B) 

(i) as percentage of (3) . . 

5 ® 

9*5 

I 3'6 1 


! >5 

(C) 

(3) as percentage of (4) .. 

9 


13 1 


ia-4 


(B) in this table is equivalent to, though not necessarily 
identical with, the United Kingdom share of Indian exports, 
while (A) is analogous to the Indian share of United Kingdom 
imports. Now the increasing proportion of Indian cotton of 
the world consumption of all cottons evident from (C) shows 
that the price consideration was a factor of decisive importance, 
though other factors also assisted the tendency to increase 
in India’s share of United Kingdom imports of cotton. 

There is another reflection of a different character which 
may be mentioned at this point. When Lancashire has 
considerably enlarged her intake of Indian cotton, her claim 
for lower duties on goods imported into India will rest on a 

• hisst Annual Riport qf thi Lancashirt Indian Cotton CommitUt^ p* I9. 

* Calculated from figures in Bombay Cotton Annual^ * 937 i PP* *66, aoa* 
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surer economic foundation than hitherto, and will derive 
additional strength from the tendency of Japan to develop 
alternative sources of supply. 

Indian Colton Alanufactures and Colonial Aiarkels 

The other benefit offered to India as a result of the Bombay- 
Lancashire Pact, is the extension to Indian goods of any. 
advantages which might be arranged for British goods in the 
other Empire countries. 

The value of this concession has been appreciable relatively 
to the small volume of trade involved, as is clear from the 
following tables showing the relative position of the United 
Kingdom, Japan and India in respect of imports of cotton 
piecegoods into (a) the British East African markets (A) 
Ceylon and {c) British Malaya. 

Table XLV 


Imports of Cotton PUctgoods into Uu Colonioi Empire 


Into 

Ceylon 

(1,000,000 yds.) 

Briush Malaya 
(;C 1,000) 

British East Africa' 
(1,000,000 yds.) 

From 

United 

Kingdom 

Japan 

India 

United 

Kingdom 

^Japan 

j 

\ India 

United 

Kingdom 

Jap.m 

1 

India 

> 93 ' 

t 6 

23-7 

12*2 

636 

, 869 

j 319 

11*4 

39 - > 

10*3 

193a 

158 

404 

11*2 

1,048 

1 954 

*.346 

* 292 

12*7 

44 1 

6*4 

«933 

9-6 

4«-4 

9 

735 ; 

192 

11*8 

55 - > 

3-5 

«934 

11*6 

52'7 

12*3 

^3 1 

«. 34 « 

185 

9*9 

55-8 

3-5 


28*6 

6-5 

19-5 

747 

235 

U 

68-7 

6-2 

1936 

31*6 

103 

23*6 

935 

1 

713 

393 

11*8 

71 -8 

6-4 


The amazing progress of Japan as well as the disastrous 
decline in the position of the United Kingdom and India in 
Colonial markets until 1934 is strikingly brought out in the 
above table. 

The limitation of Japanese competition by the imposition 
of quotas during May to July 1934/ has helped India to regain 

^ Zanzibar, Nyasaland and Somaliland Protectorates, Kenya and Uganda, 
Mauritius and St^chelles. 

* Sec Manchester Guardian Commercial^ 4 October 1035, for a review of the 
working of the quota tystem. The quotas, nominariy applied to all foreign 
countries, were specially restrictive of Japanese trade, because they were based 
imports during i«7*3i, when Japan was not a serious competitor of 
the United Kingdom. In £^t Africa the quotas were combined with tpccihc 
duties. Elsewhere the duties were generally ad valorem. 
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nmch of her lost trade in these markets as well as to secure an 
advance over her earlier position in Ceylon, the principal 
market for Indian cotton goods among the British 
Colonies. 


4. Introduction of Differential Protective Duties : 

Steel 

Steel is the second great Indian industry, protection to which 
has been extended subject to an important measure of pre¬ 
ference to the United Kingdom. 

A system of differential duties was first introduced on the 
recommendation of the Tariff Board of 1926. Such a system,* 
it was considered, would safeguard the scheme of protection 
against disturbances resulting from large variations in the 
prices and imports of continental steel, such as had under¬ 
mined the protection given by uniform duties in 1924. It was, 
moreover, advised by the need to prevent an undue rise in 
the price of British standard steel and therefore in the costs 
of important public works, of factory construction, and of the 
fabricated steel industry, which might retard industrial 
development. Thus on strictly economic grounds a system 
of differential duties was considered by the Tariff Board 
‘ desirable in the interests of India, for the adequate protection 
of Indian industries, and for a fair adjustment of the burden 
involved The recommendations of the Board were 
embodied in the Steel Industry (Protection) Act of 1927. 


5. Extension of Differential Protective Duties : 

Steel 

Supplementary {to Ottawa) Iron and Steel Agreement: Genesis 

The system of differential duties was extended by the con¬ 
clusion in September 1932, in London, of the Supplementary 
(to Ottawa) Agreement in regard to Iron and Steel. 

^ A set of ba&ic duties applicable to all importa and additioDal dutie$» over and 
above the basic duties^ to imposed on continental imports according to varia¬ 
tions in import prices. 

^ Report of (hi Indian Tariff Board on thr Iron and SUtl Indmtry^ t 9 ^ 7 » P» 58* 
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In view of the declining demand of Japan for Indian pig- 
iron,* the need for enlarging alternative oudets appeared urgent 
to the Indian Delegation. The Delegation thought, moreover, 
that the export of semi-finished steel from India to Great 
Britain, which hitherto ‘ could only be cfl'cctcd at sacrificial 
prices became practicable, because of the complete change 
in position made by the imposition of the new duties on foreign 
steel under the Import Duties Act. ‘ The opportunity was 
now offered to Indian steel to replace a large proportion 
of the sheet bar previously imported from the Continent . . 

if agreement could be reached with the British Government, 
Indian pig-iron and steel would replace much of the conti¬ 
nental material.’’ 

The Delegation were of the view that whatever advantage 
may have accrued to the United Kingdom from the differential 
duties on cotton and steel goods in the Indian tariff was purely 
incidental.’ They expressly disavowed any wish to make 
those rates a counter in bargaining.^ It was necessary, 
therefore, to offer an additional advantage to secure the 
opportunities that lay in the United Kingdom market. The 
Delegation held the considered view that the protected 
classes of steel could not be touched. ‘ The only class of 
steel in respect of which an arrangement satisfactory to 
both parties could be reached ’ was found to be galvanized 
sheet.’ 


* Exports (o Japan were reduced from ihe peak point of 353,000 tons in 19:28-9, 
(o 349,000, 160,000 and 188,000 toiu respectively during the three years followings 

* Hiport of the Indian Delegation^ p. 32. 

^ They reiterate this idea in paragraphs 14, 15, 29, 39, 76 and 99 of their 
Report. 

^ * These rates could not, we were satisfied, become the subject of baraaining 
Wtween ourselves and the British Delegation ^ (p. 12), althougn * the dif^rences 
the rates of duty had in fact led to the importation of a higher percentage of 
British steel * (p. 33^. 

^ Though g^vamzed sheet, too, was a protected class of sicci ! * The impor* 
tance of the trade in galvaniz^ sheet to the British iron and steel industry may 
be gauged from the fact that in 1927-8 the value of galvanized sheet account^ 
for half the value of the total imports of British steel into India, and even in 
1031*2 it was still 30 per cent of the value, but between these two yean the value 
of the imports of British galvanized sheet fallen from Rs. 7*2 crores to Rs. 1 *03 
crores. It will be evident from these figures how gravely the new competition 
from Belgium had afTected the British industry, more especially because it became 
intense at a time when demand was declining and prices were falling. Here, 
if anywhere, measures calculated to bring relief—provided always they ^vvere 
consistent with the interests of India—were most liaely to be of value.*—ibid. ^ 
P' 34 - 
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Provisions of the Iron and Steel Agreement 

The arrangements in regard to duties on galvanized sheet 
in the Indian tariff, and other matters which would satisfy 
the British Government were as follows : 

(i) Rs. 30 a ton on sheet made in the United Kingdom from 
Indian sheet bar ; (2) Rs. 53 a ton on sheet made in the 
United Kingdom from other sheet bar ; {3) Rs. 83J a ton 
on sheet not made in the United Kingdom. Prompt and 
effective action was to be taken by the imposition of an 
additional duty to maintain prices in the event of a reduction 
in the price at which non-British sheets were imported. Each 
Government was to remain at liberty to check an unnecessary 
increase in prices against the consumer by a combination 
of manufacturers in both countries.* 

This scheme of arrangements was embodied in an Agree¬ 
ment,* which came into operation from i January 1933, and 
was to remain in force until the results of the next statutory 
inquiry into the Iron and Steel Industry in India were 
enforced.^ 

Outlet for Indian Sheet Bar 

The difference of Rs. 30-12-0 between the duty on British 
sheet not made from Indian bar and other (continental) sheet 
was the difference between the lowest price which the con¬ 
tinental manufacturer had yet quoted, and the lowest price 
which the British manufacturer could reasonably accept. 
The further difference of Rs. 23 a ton between the United 
Kingdom sheets made of Indian bar and of other bars, was 
definitely linked with the provision of an increased market 
for Indian sheet bar in the United Kingdom.^ 

The Tariff Board on the Supplementary Agreement 

The Agreement was reviewed after hardly a year’s working 
by the Tariff Board appointed on 26 August 1933 to conduct 

' The Delegation suggested arrangements to check an unnecessary rise of 
pnees {Feporl, p. 36). 

* The Agreement was concluded by an exchange of letteis both dated sa 
September 1932, between Sir George Rainy, Delegate for India to the Imperial 
^onomic Conference, 193a. and Sir Horace Wilson, Chief Industrial Adviser to 
Hu Majesty s Government, in the Board of Trade, London. 

3 I November i934, 

♦ See Report, pp. 35-7* 
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the statutory inquiry to rc-cxaminc the measure of protection 
for various classes of Indian steel, laid down by the Steel 
Industry (Protection) Act of 1927. It is not necessary to 
refer in detail to the Board’s conclusions on the working of 
the Agreement.' Suffice it to say that by then conditions 
had greatly altered since 1932. Whatever justification had 
existed for ‘ the prime facie uneconomic procedure of sending 
steel across the world to be converted and returned in the 
shape of finished goods no longer remained to the same 
extent. The Tata Company had greatly extended its capacity 
for the production of sheets, and the growing re-rolling industry 
provided another widening source of demand. The need for 
finding an outlet for Indian semi-finished steel had therefore 
ceased to press. On the other hand, too, the representatives 
of the British industry had declined to be a party any longer 
to a wasteful and unsound arrangement. It had, accordingly, 
to be scrapped. 

Continuance of' Preference within Protection ' for Galvanized Sheet 

Tariff Board, however, retained the system of differ¬ 
ential duties in its proposals for the protective duties on 
galvanized sheet. It argued that that system as embodied 
in the Steel Industry (Protection) Act, 1927, had worked quite 

smoothly and it saw, therefore, no reason to consider any 
change in this.* 

Tariff Board used much the same method as the Ottawa 
delegation adopted for fixing the duties on sheet imported 
from the United Kingdom and the Continent. The fair 
sel^g price f.o.r. port of galvanized sheet in India was 
estimated by it at Rs. 170 a ton* The measure of protection 
recommended for the Indian industry against the United 
Kingdom and continental imports respectively was Rs. 10 
and Rs. 40 a ton, on the basis of a landed price without duty 
equal to Rs. 160 a ton for the United Kingdom sheet, and 
Rs. 130 a ton for continental sheet. 

1 ^ Indian Tariff Board ott tht Iron and St 44 l Industry^ 19341 p. 17. 

ibid., p. 1^. 

^ Board apparently did not notice that difTerenual duties were never applied 
'r •ncet by the Act of 1927, nor were they recommended by the 

^nn Board of 1930, which specially investigated the case of galvanized sheet, 
xney were introduced for the fine time as part of the Steel Ancemeni supple- 
meoiary to the Ottawa Agreement, concluded in London. 
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Under ordinary conditions, the Board explains, it would have 
been inclined in estimating the measure of protection to adopt 
the method which it generally used, namely to estimate the 
current market prices of imports, in this case by allowing for 
the variation in the price of spelter since the earlier half of 
1932.' On this basis, ‘the United Kingdom prices would 
be almost the same as continental prices and there would 
be no scope for differential duties ’ : a uniform rate of Rs. 40 
per ton may have been applied to all imported sheets. Under 
ordinary conditions, of course, the Board would have been 
guided solely by the principles of discriminating protection. 
With a view, however, to maintaining as far as possible, the 
Ottawa ‘ principle of reciprocity the Tariff Board recom¬ 
mended a lowering of the duty on British sheet to Rs. 10 per 
ton, Rs. 30 per ton of sheet being ‘ the preference granted 
under our proposals on galvanized sheet 

Reciprocity versus Discriminating Protection 

Now, however desirable it might be to maintain the principle 
of reciprocity, two rates so different in amount as that which 
would have been ordinarily adopted by the Tariff Board, 
namely Rs. 40 a ton, and that dcducible from the cost figure 
of the Indian Delegation, i.c. Rs. 10 a ton, could not both be 
equally suitable measures of protection for the Indian industry. 
Apparently, considerations of reciprocity outweighed the 
requirements of discriminating protection. The Board, how¬ 
ever, sought to give the British manufacturer a ‘ definite 
advantage ’, ‘ consistently with the interests of the Indian 
industry 

Objections to the EqualUation Principle of Tariff-making 

As has been observed in the last chapter, the principle of 
equalizing costs of production, i.e. of equalizing the fair selling 
price in India with the * reasonable * costs of the British 

’ One important reason for adopting nich a procedure would probably have 
been that * in British prices (of steel products other than galvanizra sheeU there 
had been little variation in the past few yean ApPri ^ Indian Tariff Board 
on ihi Iron and SUel Industry^ 19341 p. 53. 

^ ibid.» p. 5a. * In return lor' this preference the Board suggested that the 
United Kingdom Government might be justly asked to continue exemption of 
Indian pig-iron from duty in the United Kingdom and provide for it a satisfactory 
market there * as recipre^ benefits to India 
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manufacturer, is very difficult to apply in practice.’ It is 
not a reflection on the capacity of the Indian Delegation to 
say that they were not adequately equipped for securing a 
precise application of the principle. Again, it is not known 
what measures they took to ascertain the accuracy of the 
estimate of reasonable costs of the British industry supplied 
to them. 

The equalization method is also open to objection on another 
ground : there has been a tendency since the War for export 
prices of manufactured goods to remain persistently below 
home prices.* The requisite degree of protection is thus likely 
to be underestimated on the basis of home prices in another 
country—could such prices be ascertained—rather than of 
the actual import prices of manufactured exports. 

Inconsisteruy of the Tariff Board 

The Indian Delegation made it clear that the scheme of 
duties recommended by them—on which too the scheme 
of the Tariff Board was based—was not uninfluenced by their 
desire in view of the then conditions, to mitigate the state 
of over-capacity in the world’s steel industry, through dis¬ 
couraging the setting up of fresh plant in the United Kingdom 
and India.’ They had ffirthcr affirmed their faith in the efficacy 
of industrial co-operation as at least a partial solvent of a 
bad situation. In this context, the Indian Delegation were 

^ In testimony before a Sub*conimittee of the Committee on Ways and Means 
of the House of Representatives, 72nd Congress, Second Session, in Januap' 
’ 933 » Hon. Thomas W. Page of the United States Tariff Commission said 
that * the auUiorizing of Uie Tarin* Commission to make comparisons between 
our domestic cost, which wc can sometimes estimate with reasonable accura<^, 
and the price at wliich imports arc brought to dm country in very substantial 
quantities might be a belter criterion for fixing a duty than the futile attempt 
to compare foreign with domestic costs of production *.— House Hearings on EguatUo* 
(ion qf Tariff DuiUs by Compenseting for Deptetiaiton 0/ Foreign CvTTenciiS^ p. 500, 
quoted in j\ G. Smith, Economic Puinnmg and the Tarifft 1934) p* 191* 

* cf. Bertil Ohlin, Inlemgional and inUrnaiionat Trades 1933, p. 292 : * The 
author's impression is dial, at least since the War, a substantial part of inter* 
national trade in manufactured goods, but not in raw materials or food, has been 
characterized by lower prices in foreign than in home markets/ This view is 
confirmed by other recent studies of the geographical price formation of 
manufactured goods. 

^ ‘ If we had been unable to reach agreement the almost inevitable result 
must have been the erection of new iron and steel furnaces in the United Kingdom 
^d the accelerated establishment of additional galvanized sheet plant m India, 
thereby aggravating the conditions from which the world is suffering/— 

P- 37 - 
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more consistent in their recommendation for the introduction 
of differentiation into the tariff on galvanized sheet than the 
'I'ariff Board of 1934, which declared itself unable to agree 
to a policy of industrial co-operation behveen the United 
Kingdom and Indian steel industries.' 

The Iron and Steel Duties Act, J934 

The system of differential duties embodied in the Act of 
1927 was continued in the Iron and Steel Duties Act, 1934. 
The following table shows the duties recommended by the 
Tariff Board of 1926, the existing duties at the time the Tariff 
Board of 1934 reported, the duties proposed by the latter, 
and the duties levied under the Act of 1934. 


Tabls XLVI 

IhjjftenUal VioUcHit Dutie\ nn Difffrmt of SUfl Imports sina 1^26 


Clau of steel 

1 

Duties 
recom¬ 
mended by 
the Board 
an 1926 

i Specific 
' duties 
' until I 
November 
*934 

' Duties 

1 estimated 
\ by the 

I Board in 

I '934 

Duties 
levied 
under 
the Act of 
*934 

Rs. per ton 

Rs. per ton 

1 

1 Rs.pcr ton 

Rs.pcr ton 

Raib .1 

12 

t6i 

Nil 

NU 

Fishplates . 

g 

7i 

NU 

NU 

Structurals : 





(i) United Kingdom (tested) 

(9 

» 3 l 

Nil 

10 

(2) Continental (untested) .. 
Ban : 

30 

37 * 

43 

43 

(t) United Kingdom (tested) 

26 

32* 

10 

10 

(2) Continental (untested) .. 
Plates : 

37 

46* 

39 

39 

(1) United Kingdom (tested) 

20 

^5 

Nil 

to 

(2) Continental (untested) .. 
Blade sheets : 

36 

45 

25 

*5 

(1) United Kingdom (tested) 

35 

^ 43 f 

II 

11 

(2) Continental (untested) .. 
Galvanized sheet : 

59 

73 * 

32 

3a 

(1) United Kingdom (tested) 

38 

53 

10 

10 

(2) Continental (untested) .. 

38 

83 

40 

40 

SIcepen. 

10 

12* 

Ny 

NU 


A substantial all-round reduction in the level of protective 
duties took place at the same time as the different!^ margins 
in favour of the United Kingdom were appreciably increased in 
the case of structurals and bars, and plates. In return for 

' See the following section. 
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the benefits thus conferred on United Kingdom trade, His 
Majesty’s Government agreed to continue the free entry of 
Indian pig-iron into die United Kingdom.* 

6. Imperial Industrial Co-operation ; The Balance 
Sheet in Regard to Iron and Steel 

{a) Advantages Received 

Exports of Pig-iron 

The benefit derived by India in return for the substantial 

preference on galvanized sheet and differential treatment 

of other United Kingdom steel products may be considered 
first. 

The following table gives the exports of pig-iron from India 
to the United Kingdom and other countries. 

Tahle XL\’II 


ILxpofU oj Pig»iton /tom India 
(I »ooo tons) 


To: 

1*928-9,1929-30 

1930-t 


1 1 

*932-3,1933-4*934-5 

_ j 1 

* 935-8 

1 

1936-7 

* 937-8 

United 
Kingdom 
Japan .. 
Total .. 
Percen¬ 

1 

6 

354 

449 

7 « 

350 

569 

161 

439 

89 

188 

351 

76 

7 * 

318 

93 

i8a 

378 

98 

346 

417 

66 

398 

538 

183 

308 

574 

629 

tage to 

United 

Kingdom 

/ 

1 

/ 

a 

00 

35 

*5 


to 

1 

36 


Until 1935-6 there was no noticeable improvement in the 
Indian exports of pig-iron to the United Kingdom. In 
* 93®"7 such exports registered a phenomenal increase to 
nearly double the record level of 1930-1 or 1934-5. The 
proportion of Indian exports taken by the United Kingdom 
improved from 20 per cent in 1931-2 to 3a per cent in 1936-7. 

Imports of pig-iron into the United Kingdom are shown 
overleaf. 

*, poii^n thus reached in regard to the terms of agreement for iron and 
Steel WM reaflirm^ by the Supplementary Indo-British freemen! of January 

• 935 * above Chapter VIII, 3, ' Shift in the Terms of the Iron and Steel 
Agreement 







i8o 


INDIA AND IMPERIAL PREFERENCE 


Table XLVIII 


Imports of Pig-iron into the Unil/d Kingdom 
(1,000 tons) 


From : 

>929 

> 93 ° 

» 93 > 

1932 

'933 

'934 

'935 

1936 

'937 

India 

a8 

126 


83 

81 

1 10 

67 

>44 

a '5 

Total 

India> per 

12a 1 

291 

284 

'35 

93 

126 

84 

247 

645 

cent 

Production . . 

33 

43 

/7 

5 / 

89 

87 ' 

So ' 

58 

33 

(thousands of 










metric tons).. 

7 . 7 «> 

6,292 

3>833 

3 . 83 ' 

4,202 

6,065 

8.527 

7.845 

8,633 


®y * 934 > iniports from India had received some stimulus 
and their relative share of the total imports had considerably 
gone up. The gap created by the decline in foreign imports 
had, however, been made up* mostly by increased home 
production, which went up from 3,631,000 tons in 1932 to 
6,527,000 tons in 1935.* 

In 1936 imports from India surpassed all previous records. 
But home production also showed a big increase. In spite 
of this, the demand in the United Kingdom outstripped the 
supply within the United Kingdom and other Empire coun¬ 
tries. The 33 i per cent duty made outside purchases un¬ 
profitable. With effect from 3 March 1937, pig-iron was 
added to the free list.* From that date the differential 
advantage of the free entry of Indian pig-iron disappeared. 

(A) Advantages Offered 

Imports of Steel 

The following table shows the changes in the relative 
importance of the United Kingdom as a source of supply 
of iron and steel for the Indian market for a number of years 
and affords some idea of the advantage of the differential 
duties to the United Kingdom exporter. 

* Contrary to the expectations of the Indian Delegation. 

* The statement in the first Departmental Rtport that ‘ India has been able 
to capture the United Kingdom market from foreign conntries ’ was incorrect. 

5 Im^rt Duiio Order, ExempUon No. 4, 1937. With effect from the same 
date. Additional Import Duties Order, 1937, provided for the reduction of duty 
trom 20 per ceni to lo per cent on consignments of iron and steel products 
sported with a quota certi6cate and certiacates of origin (Board of Tradi 
Journal^ i April 1937). 
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Table XLIX 

Imports of Iron end Su^l into Indie 
(t|000 tons) 


From: 

1956-7 

1927-8 

1928-9 

1929-30! 1932-3!* 933 - 4 |« 934-5 

1 

* 935-611936-7, 

> 937 -« 

United 





1 1 

1 1 

1 - 1 


Kingdom 

406 

1 885 

630 

486 

140 i 166 ^ 182 

1 1 

21S , l6s ' 

168 

Total 

Percen* 

845 

11,197 

I.I7O 

973 

1 

326 j 329 1 370 

449 363 ■ 

373 

tage 

48' i 

57 -^ 

555 

49-9 

43 50-5 ; 49 -> 

1 1 

1 

' 47 9 45-5 , 

45’2 


There was a marked increase from 48 to 57 per cent in the 
proportion of imports derived from the United Kingdom 
in the first year of the differential duties introduced by the 
Act of 1927.* Intense continental competition reduced 
the United Kingdom share by 1932-3 to 43 per cent. From 
January 1933 there was an important addition to the scheme 
of differential duties in the form of preference on galvanized 
sheet. Preference was also introduced from 1 January 1933, 
on certain unprotected classes of iron and steel by the Indian 
Tariff (Ottawa Agreement) Amendment Act, 1932. As a 
result, in i 933 ' 4 > the United Kingdom share again increased 
appreciably to 50J per cent. There has been a relative 
recession since that year, in spite of the increased differential 
margins in favour of the United Kingdom on structurals, 
liars and plates by the Iron and Steel Duties Act. Actual 
imports from the United Kingdom showed a substantial 
increase up to 1935-6, but reverted later to the level of 1933-4. 

The table overleaf gives the imports of galvanized sheet 
into India during the past few years. 

The United Kingdom improved her position in terms of the 
quantity as well as the value of imports until 1934-5. The 

* Indian Del^alion remarked in their Report that the differential duties 
had m f^t led to the amportaiioo of a higher percentage of British steel (p. 33), 
oir Ceonr^ Corbett adduces striking evidence of the benefit of difierenual 
duties to the United Kingdom exporter. ‘ I will take our average imports of 
steel for the two years beforei and two years after* the Act imposing di^rential 
duties was passed ... in the classes on which differenual duties were 
imposed there was an average annual increase of as much as 117*000 tons. 
But, out of t^, only 14,000 tons was foreign steel, and the remaining 103,000 
tons vw British sted* representing an increase of 143 per cent on the average 
annual imports before the Act /—lUport ^ Pfocudings of thi Impirial Corftftnu. 

p. 131. 
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TAtll E L 

Imf*oris f*f GnU Shut inio India 

(i,ooo Ions) 


From: 

*93^-3 

»933-4 

1 

>934-5 

>935-6 

r" 

1 1936-7 

>937-8 

United 

Kingdom 

50 (87) 


53 (>oo) 

56 (loa) 

1 

4> (73) 

36 (54) 

Total 

73 (123) 


59 (III) 

73 (>30) 

65 (no) 

43 (97) 


(Figures in brackcU give value of imports in laklis of rupees.) 


improvement was substantial relatively in 1933*4, when 
preference was first introduced. 

In regard to the other differential duties granted in 1927 
and continued and enlarged by the Act of 1934, His Majesty’s 
Senior Trade Commissioner in India stated in his Report 
for I 933“4 that ‘ it is estimated that a very considerable pro¬ 
portion of the trade formerly supplied by the Continent will 
be diverted to works in the United Kingdom ’ (p. 88). The 
forecast was borne out in the Report for 1935-6 : ‘ the United 
Kingdom share has increased under almost every item, 
largely due to the effect of the differential duties vis-<l-vis 
foreign suppliers ’ (p. 156). 

Industrial Co-operation 

The substantial differential tariff margins accorded to the 
United Kingdom are partly in furtherance of the policy of 
industrial co-operation between the two countries. In the 
case of galvanized sheet the preference was granted avowedly 
with a view to fostering the spirit of reciprocity. In other 
cases too this consideration may have played a more indirect 
part in the determination of the duties. 

Far-reaching proposals for industrial co-operation in respect 
of the iron and steel industry were, indeed, put fonvard by 
the United Kingdom Steel Delegation in terms of the broad 
policy of the United Kingdom National Federation of Iron 
and Steel Manufacturers. 

The Federation recognized that the Indian industry should 
have the first claim on the Indian market to the full extent 
of the whole of its output. They proposed that the balance 
of the Indian market for both tested and untested steel should 
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be supplied by the steel industry in the United Kingdom at 
prices corresponding to the fair selling prices fixed for the 
Indian industry.' 

The Tariff Board reviewed these tentative proposals from 
the point of view of the Indian industry and Indian con¬ 
sumer. Any agreement, it observed, should provide for 
the progressive development of the Indian industry cither by 
the expansion of the existing works, or by the erection of other 
works including re-rolling mills. But ‘ to make the necessary 
provision for this in a workable manner in the Agreement 
may present greater difficulties than is imagined As 
regards the interests of the consumer too, the Board had 
apprehensions that the prices might be raised to his detriment.* 
Again, there can hardly be much difference of opinion as to 
the effect of such proposals on the Government revenues. 
Of galvanized sheet alone the average imports from the United 
Kingdom during the years 1933-4 * 935*6 were Rs. 99 lakhs. 

The annual loss of revenue involved during the same period 
by the reduction of duty on imports from the United Kingdom 
may be estimated at Rs. 15 lakhs.’ This is approximately 
the measure of subsidy granted to the United Kingdom 
manufacturer of galvanized sheet. 

Fundamental Considerations 

At this stage of the examination of Imperial industrial 
co-operation in relation to steel, certain fundamental con¬ 
siderations present themselves. India is the cheapest large- 
scale producer of pig-iron in the world. She owes her ability 
to export pig-iron at low prices ultimately to the unique natural 
advantages enjoyed by her in this line of manufacture. She 
has excellent iron ore, abundant supplies of coal in close 

' Re^rt oj the Indian Tariff Board on the Iron and Steel Industry, 1934, p. 6g. 

* ibid.I p. 70. Also see above Chapter VIII, 3. 

’ This loss has been calculated after the method adopted by the Tariff Board 
by multiplying the average imports during the three years, 1933*4 to 1935-6, 

53 » 5 «> tons, with the difference (Rs. 30 per ton) between the duly which was 
imposed on foreign imports, namely Rs. 40 per ton (and which would have been 
imposed on Brituh imports under ordinary conditions) and the rale actually 
imposed on the imporu from the Unit^ Kingdom, namdy Rs. 10 per ton. Thus 
^3,500 X30=Rs. 16,05,000. This slightly oventates the loss, however, since 
It assumes that imports from the Unit^ Kingdom would have been what 
they actually were, even with a higher tariff impediment. The loss of revenue 
may, therefore, be put at Rs. 15 luths annually. 
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proximity, and good supplies of necessary raw materials, 
e.g. limestone, magnesite and manganese. Her pig-iron 
needs no protection and any surplus produced above her own 
requirements for the production of steel can be readily 
marketed abroad. As the Indian Trade Commissioner in 
London observed in his Report for 1932-3 (Section I), 

Indian pig-iron is much appreciated in overseas markets, 
wherever local products are not too heavily protected, because 
of its combining to a singularly successful degree both quality 
and cheapness.’ It was, indeed, the possession of such natural 
advantages and the belief that at no vcr>' remote date the Indian 
steel industry would be able to hold its own against world 
competition without State assistance that was held to justify 
its protection. 

On the other hand, no doubt, India suffers from certain 
disadvantages in the processes of conversion of pig-iron into 
steel, among the more important of them being the high cost 
of capital, and of skilled, supervisory, technical and manual 
labour, and the necessity of importing plant and machinery. 

Despite these disadvantages the industry enjoys at present 
only moderate protection.* It is well-nigh fulfilling the third 
condition of the Indian Fiscal Commission. It almost stands 
on its own legs. The steel industry is, indeed, one of India’s 
most promising and progressive industries.* 

Precisely for these reasons, however, there appears limited 
scope for any practical scheme of industrial co-operation by 
parfrtioning the Indian market between an organization of 
British interests and the Indian industry. 


I « 


, r^onable to suggat that the protection which we now propose for the 
Indian steel indiuiry may be regarded as in the nature of an antSLmpSi 

ofsubstanUve proteeUon.'—^lAr JmliSt 
Tapff Board on th* Iron and SUtl Induiiry^ * 934 » p* 58, 

cf. G. E, Hubbard* Eastern Induslri<iizAtion arid its Effect on the West 2nd 

P' • • • • Iu«urc India may become one of the’chief 

sTed pJSiTcL.’“ exponer in the world-of certain types of iron and 



Chapter X 


THE FUTURE OUTLOOK 

I. Commercial and Industrial Policy 

It is possible now to take a comprehensive view of India’s 
foreign trade position as a whole, to set forth some of the 
conclusions suggested by the survey in the foregoing pages, 
and to indicate the broad lines of a commercial policy most 
suited to the economic needs of this country. 

Co-ordination of Commercial and Industrial Policy 

The very first observation that is suggested on a general 
review of commercial policy as a whole refers to the need 
for the establishment of some real co-ordination between that 
policy and other aspects of the general economic policy of the 
country. The policies relating to the three main branches of 
India’s economic life—agriculture, industry and trade— 
should be fitted into one another as closely related parts of a 
well-proportioned whole. Their mutual relations should be 
clearly defined and articulated and duly kept in view in 
formulating an advance in one direction or the other. In 
particular, the bearing of developments in commercial policy 
on the present and future position of Indian industries should 
be kept under close observation. Care should be taken to 
ensure that encouragement of trade and agriculture does not 
unduly impair the interests of industry. 

This, however, appears to present a somewhat artificial 
antithesis. For, the interests of agriculture and industry 
are not mutually incompatible. They are complementary, 
and ultimately identical. Both stand to gain by the advance 
of each. 

All the same, the immediate problem of commercial policy 
is to impart some decisive stimulus to agricultural exports, 
and preoccupation with its solution should not obscure the 
important objective of economic advance in India—the 
development of a duly balanced economy. 


185 
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For, ‘ Indeed, while they improve the economic position of 
agricultural countries as producers of foodstuffs and raw 
materials, the systems of preferences and preferential quotas 
established by the Ottawa Agreements and by most bilateral 
treaties, cannot be said to favour the industrial growth of the 
countries supplying agricultural commodities.’* ‘All these 
measures, though they certainly improved to a larger or smaller 
extent the economic position of the agricultural countries 
concerned, did not offer a satisfactory and permanent solution 
of their economic problems. The recovery still rested on 
precarious foundations, and if, at the best, the immediate 
situation was improved, the roots of the problem, which lie 
in the one-sided development of the agricultural countries, 
remained untouched. Apart from palliatives, there was and 
is only one way by which the so-called agricultural countries 
can hold their own in a world in which their natural and 
essential counterparts—the industrial countries—insist upon 
being agricultural countries as well : that solution lies in 
industrialization, which can eventually make them economic¬ 
ally more self-supporting.’* 

Industrial Poliry 

The first point, then, about the correlation of India’s com¬ 
mercial policy with her industrial policy is that the latter is 
very inadequately developed, far less courageously pursued. 
At present the attitude of the State towards the development 
of industries, particularly large-scale industries, is in the main 
passive. The State only seeks to ensure that whatever 
industrial development takes place is orderly, sound and 
rational. That is an esscndail and useful function. But 
its exercise calls for little direct initiative on the State’s part. 
This relation of the State to industry hardly conforms with the 
modern view of what it ought to be in a backward country.® 

‘ Inicmational Insliuite of AgriciJture, Rome: Tht World Agneulturttl Situation, 
1936. p. ai. 

^ ibid., pp. lo-ii. 

3 ‘ EfiRlbb theories as to the appropriate liouts of the Sute’s activities are 
inapplicable to India. . . . We arc agreed therefore that there must be a definite 
change of view : and that the Government must admit and shoulder responsi¬ 
bility for furthering the industrial development of the country. Though there 
ju-e serious difllculucs they arc not insuperable ; but they will be overcome only 
if the State comes forward boldly as guide and helper.'— Rtport on Indian Con^ 
Jlilulianal Rdorms, 1918, pp. 311, 313. 
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The State should not only await appeals for assistance from 
industries which are already established and organized. As 
a first step it may cause an extensive investigation to be 
conducted into the industrial possibilities of various parts 
of the country, to discover industries that arc ‘ reasonably 
assured of sound opportunities of success No less an 
authority than Sir Arthur Salter has pointed out how ‘ a careful 
plan based on India’s resources and opportunities, which would 
forecast India’s natural development of industries in an order 
of priority’, and in doing so indicate the directions in which 
State encouragement can be extended to the best advantage 
and with the least harm, would be of the greatest value.' One 
of the most important problems which he envisages for the 
Economic Advisory Organization proposed by him is that 
of drawing up in main outline a general plan of India’s 
economic and industrial development in the next few decades, 
as some guide to the direction of State policy 


InUrnalional and Motional ‘ Planning ' 

Reference to the problem outlined above is pertinent at 
this point because ‘ planning ’ has been recommended for 
the foreign trade of the countr>’.* Now, whatever the merits 
of such international planning, it is necessary to observe 
that the planned development of exUmal economic relations 
must accompany, if not follow, internal economic ‘ planning *.* 


for 
as a 


a few years ago 


2 Advisory Organi^Uon in India, 1931, p. 9. 

ibid,, p. 28, Schemes for indusirial surveys have since been projected by 
some provincial Governments. 

Mr Lindsay former Indian Trade Commissioner in London in hw Htport 
*932-3» characterized the exchange of preferences wiih the United Kingdom 
t measure of * caK)pcraiive planning * in the international sphere. Bilateral 
with other countries may also be similarly described. 
k>”d of internal planning envisaged here was indicated 
in the following terms : 

National economic planning, to put it in general terms, means or should 
nican (m the case of India), in the first place, an mtelligent surv'ey of the economic 
Ihc country, actual and potential—resources broadly of agricultural 
mineral products ; of labour and of capital ; of industrial ability 
and skill ; of knowledge of technique and capacity for different types of organiza* 
tion suid enterprise ; of the state of India's agriculture, handicrafts and large* 
*wc industries, their methods and their organization ; secondly, an intelligent 
definition of the broad lines of profitable development as well as intelligent 
along those lines. National planning implies the prescription of a 
penodical end for our economic policy and postulates further the provision of 
wmc machinery for the attainment of that end .’—Indian jfournal ^ Economics. 
April 1935, my article on * The Theory and Problems of International Trade 
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The problem of India’s foreign trade is a vital part of the more 
general problem of her economic and industrial development 
and can be treated properly only as such. Again, foreign 
trade is only a means to the solution of the general problem 
of finding wider markets and better prices for the products 
of Indian agriculture. But these markets may be external 
or internal. Commercial policy’ mainly fixes its attention on 
enlarging the external sources of demand for Indian products : 
industrial expansion might do within the country what 
commercial policy seeks to do abroad. 

Besides, it must be remembered that preference is at best a 
subsidiary aid for the development of export markets. It is an 
artificial shelter in the market of another country based on 
unequal competition. It must not, therefore, be allowed to 
distract attention from the cardinal objective of safeguarding 
and promoting efficiency, economy and quality in agri¬ 
cultural production and marketing :* these ^onc can ensure 
lasting improvement in the position of India’s export trade. 
And they are essential elements of any ‘ plan ’ of internal 
economic development. 

Nor should another primary fact be ignored. India must 
import in order to be able to export. Foreign trade is a 
two-way traffic : its reciprocal character is fundamental. It 
is one of the besetting faUacics of popular belief in India that 
imports arc an evil and any action tending to reduce them is 
good. It is true that they point to lacunae—often important 
—in the economic system of the country, but a thorough-going 
policy of excluding imports is not the most efficient means of 
filling the lacunae. Besides, it is through the purchasing power 


• Commerci^ policy is a wide term. In ihc case of any country» it broadly 
comprehends^ in the first place, the policy regulating the relation between its 
internal and the international economy, or the kind, the degree and means of 
control over the movements of trade, by means of tarifls and other regulative 
instruments. It refers, secondly, to the basis of uniformity in the (ufTering 
relations of its internal economy to the several units of international economy. 
The two aspects are generally closely interrelated. The general question of 
or freer trade rrrnii protection or higher protection belongs to the first aspect; 
such matters as the mo$t-favoured*nation clause, reciprocity and bilatentiism 
fall within the second aspect. It is mainly in its second aspect that reference is 
made to commercial policy in the pages tnat follow. 

^ The Indian Trade Commissioner in Section I of his Ribort for 1932*3 observed 
time * where India loses ground is not through any deterioration of her existing 
standards but through failure to improve mem as rapidily and as consistently 
as her rivab are improving theirs*. 
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created by imports abroad that the demand for exports becomes 
effective. But, above all, imports represent the payment for 
exports which prevents the latter from being a free gift to 
foreign countries. 

Constilulional Aspects oj Pfational Economic Development 

To resume the reference to industrial policy, under the 
Government of India Act, t 935 > * development of 

industries ’ is a subject for pro\ancial legislation and regula¬ 
tion, excepting ‘ the development of certain industries ’ in 
respect of which ‘ development under Federal control is 
declared by Federal law to be expedient in the public interest 
It would clearly be advisable in the interests of concerted 
development to have an Inter-Provincial Industrial Council 
composed of the provincial Ministers in charge of industries 
and the heads of the industries departments to meet from time 
to time, besides a permanent Industrial Intelligence Bureau, 
apart from the existing Industrial Research Institute, to 
serve as a clearing house of information in regard to industrial 
production and marketing. It would be of importance, 
moreover, to sec that the provision relating to Federal control 
of industries of inter-provincial and all-India importance is 
actively enforced, and that the Federal Government take the 
initiative in planning inquiries of a broader and more funda¬ 
mental kind and devote special attention to ‘ co-ordinating 
the different aspects of public policy in relation to economic 
development of the country, agriculture, industry, mining, 
transport, banking, internal commerce, foreign trade, etc.’,* 
so far as possible under the present constitutional division of 
powers and functions.^ 


2. The International Trade Outlook 

A reference has been made in the last section to certain 
fundamental and related aspects of commercial policy. The 

* Seventh Schedule, Federal Legiilauve List, item 54, and Provincial Legisla* 
live List, item 39. 

* Robertson, op. cit., p. 3. This function could be appropriately 
earned on under the direction of the present Economic Adviser to the Government 
of India. 

3 Agriculture, for instance, b a provincial subject, but research relating to certain 
agncuiiural problems b at present very properly conducted at the Centre. 
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outlook in regard to international trade and trade policies 
may now be briefly reviewed. In the next section the general 
lines of a commercial policy most suited to Indian conditions 
will be indicated. 

Decline in Trade and Increase of Control 

The period of the Great Depression (1929-33) and sub¬ 
sequent Rcco\ery (1933-7) has witnessed t^vo important 
changes in the field of international trade; (i) a marked 
rctieat from international economic co-operation with a 
great reduction in the volume and much more in the 
value of international trade and transactions, and a 
corresponding relative increase in the importance of 
home trade and transactions ;* {2) marked shifts in the 
channels of international trade through a regrouping of 
trade relations among nations brought about by deliberate 
policies of trade control. 

A study of the mechanism of trade restriction and control 
shows that its traditional forms, tariffs in particular, have 
come to play a relatively subordinate part beside the much 
more effective devices like quotas, exchange regulation, 
discriminating bilateral compensation and clearing agreements. 
As a result, the complex and flexible fabric of multangular 
trade has been seriously undermined and the principle of 
equality of treatment considerably impaired. 

This description has, however, been applicable more par¬ 
ticularly to the European and South American countries. 
Over a large part of the world consisting of the sterling group 
of countries and the United States, which together have 
accounted for half the world trade, trade has continued largely 
unrestricted by quotas or exchange control, often triangular 
and able to expand, with the most-favoured-nation clause 
fully applicable,’ though tariffs have, in general, been higher 
than before.^ 

* During ihc iatcr part of the period when the depression was lifUngi an 
appreciable expansion in international trade occxir^ (see above Chapter li, i). 
Recovery in trade, however, la^ed behind recovery of production. 

* League of Nations Economic Committee : Equality q/" Treatminl in th$ Pfts^nt 

Stati oj IntiTnationQl Comfn€Tci<il Rtlationi: Thi Favourt<l*^ction C/eurr, ^ 93 ^- 

5 Over the world as a whole tarifis still remain the most important form of 
hindrance to trade. 
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Freer Trade 




The need for a larger freedom of trade requires no stressing. 
It IS necessary to appreciate the real obstacles in the path. 
Besides the general disequilibrium in economic conditions, 
the dislocation of the normal machinery of trade, and the: 
intractal)lc problem of securing foreign exchange for essential 
supplies from abroad, strategic, political and sentimental 
motives have mingled in the drive towards self-sufficiency 
and economic independence. And now the major obstacles 
to trade no longer retain their character of crisis measures. 
They have become parts of a more or less permanent apparatus 
for the regulation and redirection of international trade. 
The resulting increase in cost of living levels is accepted as the 
necessary price of real or fancied economic security. 

The gathering movement of internal economic recovery in 
all countries until the recent recession furnished at once the 
need for greater freedom and the opportunity to remove the 
extreme forms of restrictions. The nucleus of international 


co-operation in currency matters brought into being by the 
Tripartite Currency Agreement, however, failed to develop 
into more general co-operation in the economic sphere. All 
the same, opinion in favour of freer trade gained way, and 
some small steps were taken in the direction. Among the 
more important recent events in the movement have been the 
resolution of the League Assembly in September 1936 com¬ 
mending the Tripartite Agreement and exhorting the nations 
of the world to relax quotas and exchange controls and promote 
international trade ; the approval by a meeting of the Inter¬ 
national Chamber of Commerce in Paris in the autumn of 
* 93 ® of ^ plan prepared by a group of economists, suggesting 
practical measures for the removal of trade reslrictions ; 

signing in May 1937 of the Oslo Convention by Belgium, 
Luxembourg, the Netherlands, Sweden, Norway, Denmark and 
Finland for the abolition of certain quotas and the halting 
of tariff increases ; the investigation by M* Van Zeeland, 
Belgian Prime Minister, at the instance of the British and French 
Governments, of the requisite first steps towards freer trade, 
and his Report on the same,* But the real tone of the 

a concise and very useful summary of the various steps 
which have from lime lo time been considered as means of restoring greater 
trccaom of trade, with critical conclusions. 
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international situation is characteristically revealed by the 
reception that the publication of the Van ^eeland Report met. 
The Report was generally commended as a valuable, but put 
aside as an impracticable, document ! 

Indeed, the extreme uncertainty of the political outlook 
and the constant scare of war dominate the international 
picture. The talk of freer trade among nations feverishly 
putting up military as well as economic defences sounds 
unreal ! 

An investigation of the most fruitful methods of returning 
to freer trade cannot be expected to bear results in the absence 
of the will to freer trade. It has some utility, however, as 
indicating what limited scope for progress exists amid a 
generally unpromising situation. 

Methods of Tariff Reduction* 

The possible alternatives are (i) autonomous or unilateral 
action on the part of individual Governments, (a) bilateral 
negotiations, (3) collective agreements among groups of 
Governments, (4) a general agreement arrived at in conference. 
The first and last methods are ruled out in the prevailing 
temper of the world. 

Reciprocal bilateral treaties or exclusive mutual concessions, 
which arc the present line of commercial policy, may effect 
small breaches in the barriers to trade and offer limited 
openings in definite directions, but they can do little more 
than tinker with the major obstacles, and doubtless distort 
the normal courses of commerce. A larger measure of success 
has attended the method being followed by the United States 
of effecting tariff reductions by generalizing under the most¬ 
favoured-nation clause concessions made in bilateral treaties. 

Low Tariff Groups 

But a policy that offers a still more promising prospect of 
return to comparative freedom of international trade is that of 
collective or regional agreements among groups of countries. 

* So far as quotas and exchange allocations are concerned, the only means of 
improving them, short of abolition, that may be suggested is to make them more 
of protective (in to far as they must be), and less of discriminatory devices. Of 
course, some degree of discrimination is inherent in their nature. 
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The way to the conclusion of such low tariff or freer trade 
agreements is, however, barred by a strict interpretation of the 
most-favoured-nation clause, which requires the extension 
to non-participating countries of benefits reciprocally exchanged 
among parties to such an agreement. The Oslo Convention 
concluded in May 1937 had to be_given up a year later largely 
due to the same reason. 


The problem of the exceptions that might be allowed in 
order to make the application of the most-favoured-nation 
clause more clastic and better suited to present conditions was 
studied by the Sub-commission on Commercial Policy of 
the Monetary and Economic Conference held in London 
i*' 1933* The Sub-commission recommended an extension 
of the scope of exceptions to the operation of the clause to 
include an exception in favour of collective conventions 
for the reduction of economic barriers open to all countries 
An exception to the most-favoured-nation clause may then be 
recognized in the case of preferential agreements designed for 
mutual tariff reductions under defined conditions which arc 


open to all countries to join on the same or similar terms.* 
An illustration of such an agreement is afforded by the 
Commercial Treaty concluded at Ouchy between Holland 
and Luxembourg in 1932, which provided for a reduction 
of 10 per cent in the tariffs of the two countries against each 

year for five years, or 50 per cent in all, and 
offered the benefit and obligations to any other country 
that cared to adhere to these conditions. At the Seventh 
^ternational Conference of the American States held at 
Montevideo in December 1933, a resolution was approved 
in favour of a general convention under which signatory 
parUcs promised to refrain from invoking in their relations 
vwth one another the obligations of the most-favoured-nation 
clause in order to obtain the benefits of certain types of general 

» of Nations : Report of the Monetary and Economic Corference, 1933, p. 23. 

“Om the small modification suggested here, there is little to commend 
1**^ *indcrmine the authority of the roosl-favoured-nalion clause. Tiie 
p iple of equality of treatment which it embodies is so vital and crucial in 
economic dealings that its abrogation will be nothing short of a 
II rate, the ctunbrous devices of quotas, exchange controb and 

uoo, cleans and compensation agreements, bilateral trade balancing, etc., 
ecenUy employed by natioiu to restrict imports and force exports can oe no 
(Krmanent substitute for a commercial system based upon the principles of freedom 
ol enterprise and equality of treatment. 


IS 
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multilateral economic agreements. The declared purpose 
of this general convention is to encourage the use of multi¬ 
lateral agreements as instruments of international and 
economic progress.’ 

Bilateral, Uruonditional Most-Favoured-Nation Agreements 

The policy set forth above in its elements furnishes a bolder 
line of attack on the problem than bilateral pacts. But it 
postulates a greater degree of agreement than appears to be 
forthcoming at present. In spite of their limitations, therefore, 
bilateral agreements provide an immediately more practical 
instrument for the promotion of freer trade, particularly so if 
the practice of generalizing concessions, reciprocally exchanged, 
to third countries under the unconditional most-favoured¬ 
nation clause were more widely adopted, and if substantive, 
as distinguished from formal bilateralism* ceased to be the 
aim of such agreements.* 


The United Kingdom and Freer Trade , 

So far, the United Kingdom has maintained a stiff attitude 
in regard to the modification suggested above in the scope 
of operation of the most-favoured-nation clause. It was, 
indeed, her insistence on a rigid interpretation of her rights 
under the most-favoured-nation clause that led to the abandon¬ 
ment of the Ouchy Convention. A revision of the general 
attitude of the United Kingdom towards the clause in favour 
of agreements for lower tariffs open to all would go far to make 
the prospects of freer trade definitely hopeful. The United 
Kingdom in fact may well take the lead in reversing the trend 

’ I'hc United States signed it on 20 September 1934* and thereby set a com* 
mendablc example for other nations to follow. 

^ Substantive bilateralism refers to a policy of equalizing trade between two 
individual countries ; fonnal bilateralbm» to the practice recommended above 
of agreements between two parties under which concessions mutually exchanged 
are extended to third parties under the unconditior^al most-favoured*naUcn 
clause. A reference to the context should indicate in each case whether 
' bilateralbm * or ' bilateral * is meant to be understood in the substantive or 
fonnal sense. 

3 The terms * reciprocity' and * reciprocal * may have alternative meanings 
on a more or less similar basis. They may refer to the exchange of equal or 
equivalent concessions^ or merely to the fact of a tWMided transaction without 
nice measurement of the quantilites exchanged. 
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which owes no small part of its present momentum to the 
change in her fiscal policy six years ago.* 

In concluding their brief survey of a normalization pro¬ 
gramme, tlic Economic Committee of tlie League of Nations 
wrote ; ‘ To give it the greatest chances of success, any attempt 
at international economic collaboration should be confined 
in the first place to a limited number of countries—namely 
those which have a decisive influence on the course of events 
both in the political and in the economic sphere.’" Thus, 
the country whose initiative above all others is necessary in 
promoting a move for freer trade is the United Kingdom, 
though the United States should play a hardly less important 
role, and the active collaboration of France would be essential. 
The inovement might include from the start the democratic 
countries of the Baltic and Scandinavia, and might, as it 
spreads, permeate a few of the countries of the Balkan region, 
the economic satellites of the three major States, the countries 
of the British and French Empires, and of the sterling area, 
and so on in a widening virtuous circle ! 

The Ottawa Agreements and Freer Trade 

In particular, what part can the countries of the British 
Empire play to advance the cause of fi’cer trade and peace ? 
What is the significance of the existing Ottawa Agreements ? 
In what direction is a change in them called for to adapt 
them to the requirements of the new situation ? 

The Ottawa Agreements concluded in 1932 made a big 
breach in the old system of equality of treatment in trade. 
Although the preferences are regarded as the internal affair 

* ‘ The clunges in British hscal policy since 1931 have had a wider reaction on 
intcrnauonal trade than the policy of any other country. British policy may have 
been JUS tin ed in the circumstances. Britain has it in her power now to make a 
^^espondingly great effect if she is prepared to move in the contrary direction/^ 
J^tniU^nth Century, November 1936, article by Sir George Schuster on ‘ Some 
Kell^tioos on the Currency Position Also cf. Sir Arthur Salter in a speech in 
the House of Commons, quoted in Economist, 29 May 1937 : * 1 believe it is 
true that if we lake into account the place which Great Britain occupies in the 
trade of the world, the size and importance of the British market . . . and 

then consider the cumulative effects of Imperial preference with the Dominions, 
protective ^tem here, the abandonment of the open door, and the 
^tabJishment of agncultural quotas, it is literally and absolutely true to say 
that in the last five or six years, since the depression, the commercial policy of 
no single ^untry in the world has had so great an effect as has that of our country 
in restneung and deflecting the trade of the world.* 

^ op. cic. 
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of the Empire,* and the most-favourcd-nation clause has not 
been formally infringed, they constitute in practice a vast 
extension of the network of discriminatory tariff systems 
bcUvecn separate nations for all practical purposes, and have 
greatly handicapped the trade of foreign countries with the 
Empire.* 

The system of preferences embodied in the Ottawa Agree¬ 
ments has an important bearing on the demand of the dis¬ 
satisfied powers for the readjustment of colonial possessions. 
The Colonial problem was not so serious w’hen all nations had 
equally free access to the sources of raw materials and the 
markets for the disposal of exports. The restrictive commercial 
policies of the present-day Empires* lend point and piquancy 
to the grievance of the ‘ have not ’ powers. For them the 
‘ open door ’ is now closed. Referring to the difficult foreign 
exchange position of the non-colonial countries like Germany 
and Italy in recent years, the Report on Raw MaUrials and 
Colonies of the Royal Institute of International Affairs observes 
that a ‘ serious development is the tendency towards exclusive 
trade agreements whether bilateral or multilateral. Of these 
the most important are probably the Ottawa Agreements 
between the United Kingdom, the British Dominions and 
India, particularly in so far as they involved raising the general 
tariffs in order to grant a preference. . . . Naturally the 

only objection to such agreements is their exclusiveness ; this 
criticism would not apply if these low tariff groups were in 
practice open to all countries to join.’^ The Economic 
Committee of the League of Nations in a report point to 
‘ a grave danger that intra-Imperial commercial arrangements 
which are exclusive in form may constitute not merely an 

» See R£poTt of tht Commission on TratU Rtlations belwetn Caiusda and iht Wsst 
/nrfitr. par. 13*, quoted in Gregory, op. cit.jp. 369. . 

* cf. Economist, I May 1937, p. 250 : ' Ottawa and the Bntuh tariff together 
have constituted the greatest obstacle erected against the trade of foreign countries 

since the crisis of 1929.’ _ . . , . . . ^ . 

3 The British and French Empires mainly. The Amcncan relauons with Cuba, 
and Italy’s relations with her African colonies are abo on a preferential footing. 
The Dutch Empire is a notable exception. 

♦ Royal Insutute of International Affain, Information Department Papers, 
No. 18, p. 37. Mr Leonard Barnes in Tht Fulurt <f tht Colonits, suggesU that Ac 
British Empire as a whole which together with other countries Imked to sterliM 
forms a vast economic group, is in a position to give an effecUve lead to the world 
by forming an Empire low tariff group open to other countries to join on the same 
terms. 
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impediment to the restoration of trade outside the area 
they cover, but also an impediment to a restoration of stable 
international relations They emphasize the necessity for the 
British Government, if they desire such a restoration, to make 
‘ certain changes in the policy in this respect 

There are Uvo important suggestions for modifications of 
the lines of the Ottawa Agreements which appear to command 
substantial support. Firstly, the agreements should be based 
not on a fixed amount of preference—which makes it impossible 
to reduce duties against foreign countries without at the same 
time reducing duties on Empire goods—but on maximum 
duties on Empire goods, the line adopted by Canada in her 
new agreement with the United Kingdom.* Secondly, the 
United Kingdom should establish an intermediate tariff 
which would enable her to extend a share of the benefits 
of preference to foreign countries pursuing a genuinely liberal 
commercial policy, and, by assuming the obligations herself, 
to participate in the advantage of low tariff groups.* 

The Preferential Rigime and the Colonial Empire 

Again, there appears to be a growing volume of dissatis¬ 
faction with the policy of the ‘ closed door ’ in the dependent 
Empire. The Rt. Hon. Lord Lugard, British Member of 
the Permanent Mandates Commission has expressed the 
opinion that provided the other Colonial powers are prepared 
to bear their share in the collective effort. Great Britain should 
revert once more to her traditional policy of the open door 
in all her overseas territories.^ The alternative is to lighten 

’ Quoted in Economistj i May I937> article on * The Empire and World 
Trade *. 

’ The British Government tried to penuade the Australian Delegation which 
recently %ruited the United Kingdom to agree to this principle. 

^ This suggestion was made in Economist^ i May 1937, and was later stressed 
in a somewhat diflerent form by the Federation of British Industries. 

^ InUmational January-February 1936, article on * The Basis of the Claim 

for Colonies \ 

Economist refers to the closed door in the dependent Empire as compatible 
neither with economic sanity, nor with Imperial trusiecshipi nor with international 
appeasement (1 May 1937, p. 268). Thus Sir Arthur Salter says in IVorU Trade 
ana its Future, p. 98: ‘It would, 1 think, be wise for Great Britain to return to the 
earlier policy of complete equality of economic opportunity for all countries in 
the trade of non-self*govenung Colonies, and to offer to bring these Colonics 
under the Mandate system and render an account for the discharge of British 
Imperial responsibilities/ Also see J. H. Richardson, Bfitisk Economic Foreign 
Poti^, 1936, p. 145 ; Llojpds Bank Monihtjf Revitw, May 1936, pp. 236*8, article by 
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up restrictions and move towards greater isolation and to 
organize the Empire for defence against the just jealousy 
of foreign pow’crs.* This unfortunately is the course which 
circumstances have conspired that the United Kingdom 
should follow. 


3. India’s Foreign Trade Policy : General 

It remains to sketch in broad outline the most suitable 
policy for the regulation of India’s economic relations with 
foreign States. 

The keystone of India’s commercial policy since the middle 
of the last century has been the principle of according universal 
equality of treatment to imports from all nations under a 
single-line tariff. 

The Indian Fiscal Commission reviewed the whole question 
of India’s tariff policy and recommended no change in the 
principle of tlie single-line tariff or of unconditional equality 
of treatment apart from the introduction of some measure 
of preference for the United Kingdom. Neither of the two 
double tariff systems generally adopted at the time was regarded 
as in the least suitable to Indian conditions. Double tariffs, 
they observed, were generally adopted by countries which 
exported manufactures, and which being faced by special 
difficulties of hostile tariffs were driven to the necessity of 
bargaining for special advantages. But * India is mainly an 
exporter of raw materials ; her exports are not faced by 
hostile tariff walls, and she is not yet therefore under the 

Lionel Robbin5 on ^ The Consequences of Economic Nationalism * ; Lionel 
Robbins, Economic Planning and ihi Inicmntional Ordcr^ I 937 « PP* 93 » >^3 > National 
Peace Council : Peace and the Colonial Problem^ 1936 ; InUmationaJ A ffairs 
February 1936, article on ‘ Peaceful Change or War ? * ; The TimeSf QO Septembtf 
< 935 * article by Lord Lugard on * Africa and the Powen ’ ; Royal Institute of 
International Affairs: The British Emtire^ P* * 49 * Norman Angcll, 77 ia 
Have and Have-^/Zot Businas^ 1936 ; Tfu British ColonitU Empire and the German Claim, 
<937 * Royal Institute of International AflTaifi, PAper No. 23, CerTnanys Claim to 
Colonies ; H. S. Ashton, Clamour for Colonies, 1937; Sir George Paish, The Wajf Out, 
<937 • Alfred Plummer, Raw Materials or tVar Materials, 1937. 

’ While the essential soundness of this view remains unimpaired, it is clear that 
the recent colonial claims of certain nations arc based primarily on political 
considcratiorts of power, pride and prestige. 
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necessity of pushing her exports by means of special negotia¬ 
tions or the grant of reciprocal concessions 

*933 much had been changed. India had found 
herself under the vital necessity to push her exports by special 
bargaining at least in the case of her greatest single customer : 
the Ottawa Agreement beuveen the United Kingdom and 
India had been concluded. 


The Demand for Bilateral Trade Treaties 

Besides, the severity of the slump in India’s export trade, 
the heavy shrinkage of her export surplus particularly in the 
trade with Europe, the general tendency to ‘ planning ’ of 
trade through more or less elaborate trade treaties, and the 
example of the United Kingdom herself, have all tended to 
create a strong movement of opinion in the country in 
favour of a comprehensive policy of trade development 
through bilateral trade treaties with principal trading 
countries other than the United Kingdom. It is perhaps 
realized that bilateral treaties do not promise more than 
a limited expansion of trade. Nevertheless, it is contended 
that no single country, much less India, can afford to 
keep out of line with the general trend of economic and 
trade policy. 

At the outset of an examination of this demand it must be 
observed that, though it has been often and insistently voiced, 
it has not assumed the form of any definite or concrete proposal. 
It remains much of a vague aspiration, the expression perhaps 
of a strong feeling that the situation calls for a more courageous 
and positive policy of trade expansion than has been pursued 
so far. There has been surprisingly little constructive tiiinking 
as to the ways and means of bringing about the much desired 
result. The idea of reciprocity* in trade treaties is emphasized, 
but otherwise the proposal remains somewhat bare of content 
and blurred in outline. 

‘ Report^ p. 1^6. Moreover, since the level of iinport duties would be sdenti« 
Bcally determined by the amount of protection adequate for her industries, a 
double tariff would render the protection either excessive or insufficient. This 
objection would of coune Apply only in cases where there was a protected Indian 
industry (see above p. 151). 

^ Sec above p« 14 o 1* 
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Allcrnalives in Trade Treaty Programme 

Should India choose to enter upon a course of bilateral 
trade treaties, the various alternatives for her in practice 
would be : (i) Exclusive reciprocal agreements based on 

(i) compensation or barter deals between Governments and/ 
or State regulation of compensation business between private 
parties ; (ii) clearing arrangements with countries practising 
exchange control ; (iii) regulation of trade by quotas ; (iv) 
tariff adjustments ; or a combination of one or more of the 
above elements. ( 2 ) Exclusive reciprocal tariff agreements. 

( 3 ) Reciprocal tariff agreements with conditional most-favoured¬ 
nation treatment, i.c. reciprocal tariff agreements (involving 
tariff adjustments at least on the side of India), the benefits 
of which may be conditionally extended to other countries 
who grant equivalent concessions and thus qualify for the 
receipt of benefits given to an original co-contractant. 

( 4 ) Reciprocal agreements, the benefits of which may be 
unconditionally extended to all countries entitled to most¬ 
favoured-nation treatment. 

All the methods included under (i) and ( 2 ) arc incompatible 
with the principle of equality of treatment and arc essentially 
discriminatory in a greater or less degree. 

Bilateralization of Trade 

Almost all reciprocal bilateral agreements concluded in 
recent years except those which fall in the last class, however 
diverse in form and in the details of their structure, have one 
general tendency : they have tended to equalize the flows 
of commodities or total financial claims between individual 
countries. This tendency is particularly marked in the case 
of clearing agreements and others involving extreme forms of 
restriction. 

Significance of the State of the Trade Balance 

Now, countries with an unfavourable balance of commodity 
trade may use reciprocal bilateral treaties as an instrument 
for the enlargement of export trade, or for its maintenance 
during a period of declining trade and increasing restrictions. 
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The United Kingdom, for instance, has used her strong bar¬ 
gaining position in this respect to the advantage of her export 
trade and her balance of trade. Her agreements arc directed 
towards securing greater equality of trade, the other country 
increasing its importation of British goods or being faced witli 
a restriction of exports to Great Britain. The principle 
applied is, ‘ Buy from those who buy from you which 
represents a departure from the more natural triangular 
trade.’ Countries like France and Italy too having import 
balances may use such reciprocal treaties to the advantage of 
their export trade. Even so, a reciprocal bilateral treaty 
between India and the United Kingdom, keeping in view 
both merchandise and financial transactions, might stimulate 
Indian exports, since India has an unfavourable balance of 
payments with the United Kingdom, and until recently had 
an import surplus in commodity trade alone. 

In general, and,on the whole, however, India is in a different 
position from these countries : not only has she an excess of 
exports over imports as a whole, but she has an export surplus 
in her trade with almost all countries with which she trades.* 
This position of the balance of trade has a vital bearing on 
India’s foreign trade policy. It renders unsuitable from her 
point of view the short term bilateral agreements based on 
compensatory special advantages, and aiming at a mutual 
balancing of exports and imports between individual countries. 
Such agreements are likely, if anything, to operate to the 
detriment of India’s export trade. We must guard against 
the common error of thinking that what is good for England 
is necessarily good for India, or what is good for India in her 
trade relations with the United Kingdom is also, therefore^ 
good for her in her trade relations with all countries. 

Again, it should be remembered that the novel and drastic 
methods of trade regulation like quotas, compensation and 
clearing agreements, were resorted to initially to meet desperate 
situations. They are symptoms that the basic conditions 
for the conduct of trade are uncertain and extremely un¬ 
satisfactory. They afford no more than a modest alleviation 
of a bad situation. They cannot be reckoned among the 

* See Richardwn, op. dt., pp. loi-a. 

^ Until 1935*6 j ihe Unit^ iCingdom was the outstanding exception. 
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positive measures of a policy of trade development.’ They 
are often clumsy devices, for, among other things, they compel 
the exporting nation or even an individual exporter to become 
necessarily an importer at the same time, and vice versa. 
They are expedients fit in genera] for emergencies only.* 

Reciprocity Treaties 

A brief reference may be made here to some fundamental 
features of reciprocity treaties based on exclusive preferences 
or on the conditional interpretation of the most-favoured¬ 
nation clause [classes (2) and (3) above] as distinguished from 
treaties based on the unconditional most-favoured-nation 
clause [class (4) above]. Under a system of treaties based on 
the unconditional most-favoured-nation clause, the benefits 
mutually exchanged are automatically extended to all countries 
entitled to most-favoured-nation treatment. A reciprocity 
agreement, in the first place, postulates the reciprocal exchange 
of defined and equivalent concessions, and, secondly, provides 
against extending the benefits to third parties cither absolutely, 
or without requiring identical or equivalent considerations 
from them. 

Equivalence 

The crucial point in the case of a reciprocity agreement, thus, 
is how to establish and how to maintain equivalence. But 
equivalence is an entirely relative concept, >vith no yard-stick 
for its measurement in absolute terms. Every country has its 
own standard of value for judging the advantage or otherwise 
of changes in the export and import trades. For instance, 
an industrial nation’s demand for imports of raw materials 
(which it cannot produce) may be more intense than another 
industrial cum agricultural country’s demand for imports of 

* Suggestions have been made from time to time that the quota system should 
be extended to co>’er practically the whole range of Indian imports {Annuat 
Report e^f tht Indian Mmiumts" Chamhrr^ *935* P* 39) and demands are put fonvard 
by responsible bodies for the securing of * dchnite * markets for Inaian exports 
by terms of treaty. See, for instance, the resolution of the Federation of Indian 
Chambers of Commerce and Industry passed during its annual session held at 
Delhi on 7 April 1937, making suggestions about the proposed United Kingdom- 
India Trade Agreement. 

^ In India too the imports of cotton piecegoods from Japan have had to be 
restricted by c^uota because of the very serious effect of Japanese competition on 
the local mill industry. 
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manufactured goods (which compete with the products of 
its home industry). Equal concessions on imports in such 
case may involve unequal real sacrifice.' And there is no sure 
index of the degree of inequality in sacrifice involved in any 
particular case. 

Complfmenlary and Identical Concessions 

It is difficult enough to compose such differences of valuation 
where the grant of complementary and not identical concessions 
to different countries is involved. The task of correctly 
evaluating the various aljernativcs becomes of much greater 
complexity when t^vo countries press for obtaining an identical 
concession and make reciprocal offers to secure it. Suppose 
the United States and Canada ask for special terms for the 
entry of their motor-cars into India, and the United Kingdom 
at the same time insists on a margin of preference, and all of 
them offer special concessions on the import of Indian raw 
materials or semi-manufactures. In such a case it may be 
found after all that the best or least unsatisfactory solution 
is to accord equal treatment to imports from all sources. At 
any rate, it may be so difficult to assess the value of the various 
concessions offered in return, or to consider particular trans¬ 
actions apart from the sum total of trade transactions 
bettveen two countries that differential treatment could not 
be based on easily understood or generally recognizable 
grounds. 

And indeed, advance estimates of the real value of trade 
concessions are often nothing more than pure guesswork. 
When economic considerations dictate a doubtful course, 
non-economic motives arc likely to supervene and force the 
issue to a conclusion which appeases the political sentiment 
of some and excites the suspicion and antipathy of others. 

Even if some sort of agreements were arrived at and 
approximate equivalence attained, there is no end of the 
difficulties. The equivalence is relative to conditions obtain¬ 
ing at a particular time and could be maintained without 
change only in a static state. In a dynamic world the point 
of equilibrium of economic forces is constantly shifting and a 

* This consideration is pertinent to a determination of the proper 
reciprocal preferences on either side between the United Kingdom and India. 
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disturbance which already rests on a delicate adjustment 
of considerations becomes inevitable. 

Exclusive Reciprocity Treaties 

Under a system of commercial treaties based on exclusive 
reciprocity, both the difficulties of adjustment and the dangers 
of friction arc multiplied. It would generally happen that 
in many important lines of imports, more than one country is 
interested. Now if any one of them is placed in a specially 
favourable position vis-k-vis its rivals, and no encroachment 
on that position is possible even by the offer of similar con¬ 
cessions by other countries, an irremediable inequality of 
trading conditions results which becomes a cause of just 
grievance on the part of the country or countries adversely 
hit. The nice apportionment of benefits to individual States 
and the careful maintenance of the scheme of distribution 
necessarily involve greater delay than a system of uncondi¬ 
tional most-favourcd-nation treaties. 

Reciprocity not unoften leads to reprisals and retaliation, 
exclusiveness on this side to exclusiveness on the other, dis¬ 
crimination to discrimination. Retaliatory wars arc very 
unlikely to improve the pro.spccts of India’s export trade; 
for India, exporting more to most countries than she imports 
from them, is not in a strong position to hit back. 

Conclusion : Bilateral Reciprocity Unsuitable for India 

The conclusion to which the above discussion points is that 
a system of bilateral trade treaties based on direct barter deals 
between Governments or private parties, or strict control of 
the means of payment or of the quantities of commodities 
imported from different countries, is not likely to serve the 
interest of the extension and development of the export trade 
of India. Compensation and clearing agreements, and quotas 
arc essentially restrictive devices, not fit instruments for the 
enlargement of trade. They are not the proper apparatus for 
carrying through a systematic policy of opening up closed 
avenues and creating fresh outlets for India’s exports. A 
system of reciprocity treaties involving a balancing of 
concessions on cither side, symptomatic of the trend to 
bilateralism, is fundamentally opposed to her interest. 
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Equality of Treatment 

Indeed, with the present aim of Indian commercial policy 
as an expansion of markets for Indian products abroad through 
freer access to foreign countries, the principle of equality of 
treatment should be its corner-stone.* No other basis provides 
a satisfactory prospect of enlarged trade : a durable trade 
revival is difficult to achieve through devices essentially designed 
to restrict rather than enlarge trade. Short of free trade, 
moreover, the very mention of which today is an anathema, 
equality of commercial treatment alone provides for inter¬ 
national economic specialization and the best utilization of 
the world’s resources. 

Conditional Most-Favoured-Nation Clause Inconsistent with Equality 

Given the end, the unconditional form of the most-favoured¬ 
nation clause is the necessary means. The conditional most¬ 
favoured-nation clause is not—as it is sometimes regarded to 
be—an alternative method of gaining the same objective ; 
it docs not lead to equality of treatment. Logically it tends 
towards discrimination, ‘ inequality of treatment, complexity 
of tariff rates, commercial insecurity, perpetual suspicion and 
mutual distrust with the consequent international ill-will and 
more or less a consistent attempt at retaliation by injured 
countries The failure of the conditional most-favoured¬ 
nation clause to arrive at equality of treatment is clearly brought 
out in the following description of the circumstances under 
which the United States abandoned it : 

‘ This “ conditional ” interpretation of the most-favoured¬ 
nation principle extends to country B the concession we granted 
to country A for a consideration only if country B makes 
concessions to us equivalent to those made by country A. At 

’ Since the trend of commercial policy in practice consututo a wide departure 
from thb principle^ il may be well to note Uic simple yet vital content of its appea 
to the trading world ; ‘ Since the lime when mcaw of commumcalion tecamc 
•o widely develop^ suiHciently as to make it possible to speak of world trade 
in the present sense of the tcnn» no country has been willing or able to admit 
the application to its exporu in the country of destination of higher or more 
burdensome customs duties or other import charges than those applicable on 
importation to the goods of other counincs. • . • But if a country d«ircs to 
obtain the benefit of equality of treatment for its exporters^ it can only do so by 
giving equality of treatment to other countries.'—League of Nations Lconomic 

Committee; op. dt.» pp. 5,8. ^ u 

* W. S. Culbertson. R^proci^, 1937, p. 250.Secretary of Sutc Hughes, 

14 December 1922. 
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first glance this principle seems eminently fair. It has the 
appearance of equality and was adopted with the idea that it 
offered, if not equality of treatment, at least the opportunity 
to secure equality of treatment on a reasonable basis. It was 
inaugurated at a time when tariff rates were of minor impor¬ 
tance as compared to the right to trade at all. . . . But 

now international commercial policies arc dominated by tariff 
rates and regulations. Most of the European powers have 
two-column tariffs and except in a few cases tariff negotiations 
have developed into statistical controversies over the relative 
value of the concessions to be made. This has rendered it 
almost impossible to arrive at any agreement upon the 
equivalent concessions to be made by the third party. In 
practice, therefore, the conditional interpretation of the most¬ 
favoured-nation clause has broken down. In some cases the 
United States has taken the extreme position of asserting that 
a third country could offer no equivalent concession because 
the value of the original concession consisted in its being 
exclusive. . Instead of contributing to equality of 
commercial opportunity among nations, it (the conditional 
most-fayoured-nation policy) has become the support of 
discriminatory reciprocity treaties.’* 

It must be clearly understood that the conditional most¬ 
favoured-nation principle affords no security against dis¬ 
crimination in foreign countries and is not therefore a proper 
instrument for the promotion of equality.* 

Reciprocal, Unconditional Most-Favoured-Pfation Agreements 

There remains, therefore, the alternative of bilateral agree¬ 
ments based on the reciprocal, unconditional most-favoured¬ 
nation clause [class (4) above]. 

' ibid., pp. 446-7. Abo Affairs, January 1936, article by Henry F. 

Grady (someUme Chief of the Division of Trade Agr^mcnta, United States 
Department of State) on ‘ The New Trade Policy of the United States ’; ' The 
conditional pnnciple has meviubly degenerated into a vast and complex system 
o\ bilateral agreements which have made international commerce in effect 
commercial warfare, with countries forced to buy from each other what are not, 
in a t™e sense, trade building concessions, but rather tribute for immunity from 
acts ol commeraal agression.’ 

. * condiUonalfonn of the pledge of mosl^favoured^nation treatment is* 
m practice ... a meaningless pledge, imposing no real obligation on 
tne country grating it. and conferring no genuine protection on the country 
receiving IL Joint Committee, Carnegie liidowmcnt; 77 k# Impmmint of 
CciTwcw/ RiMwns btiwtiti /fations and thi ProbUm Momiojy StobilitAiwn^ 1936, 
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Now it is not perhaps generally known that India as part of 
the British Empire is a party to a large number of mutual 
most-favoured-nation treaties with foreign nations.’ It is 
true that at present only partial equality in trading conditions 
is secured through them. The most-favoured-nation clause, 
traditionally held applicable only to tariffs, is dodged by quotas 
and other discriminating devices. But reciprocity—the 
exchange of equal or equivalent favours—is not therejore a 
solution. The solution lies in the direction of attempting 
through negotiations to secure the real objective of the most¬ 
favoured-nation clause—fair and ‘ equal ’ treatment for Indian 
exports in respect not only of tariffs, but, so far as possible, of 
quota and exchange allocations as well. 

The United States and the United Kingdom have tried 
through bilateral agreements to ensure real, and not merely 
nominal maintenance of their most-favoured-nation rights.® 
The line of advance for India’s commercial policy lies along 
the same direction : not to undermine the authority of the 
unconditional most-favoured-nation clause, but to aim at 
making it more effective, through a review and revision of 
her existing bilateral treaties, as and when the opportunity 
arises, and through the conclusion of other bilateral agreements 
based on the unconditional most-favoured-nation clause, 
e.g. in the case of France, as suggested in Chapter III. 

It may be useful to explain a little more fully the precise 
purport of the advance proposed here in the commercial 
policy of the country as well as to clear a few obvious mis¬ 
understandings about the real significance of the unconditional 
clause existing in certain quarters. 

Unconditional most-favoured-nation treatment is to be 
distinguished from that universal equality of treatment which 
is the necessary consequence of a unilateral tariff. While the 
latter obtains irrespectively of the treatment accorded to 
exports by any foreign country, the former, properly applied, 
makes the grant of equality a reciprocal exchange. In this 
context, the use of the term * unconditional ’ is somewhat of a 
misnomer : the grant of unconditional most-favoured-nation 


* See Appendix A. 

* For an able iurvey of ibe working of the United States policy, ace Culbertson, 
op. cit., and Henry J. Tasca, Tht Ruiprocal Ttadt Poli^qf iht UniUd Stotts, 1938. 
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treatment is not, indeed, altogether unconditional : it is 
commonly (reciprocal and therefore) conditional upon the 
grant of the same treatment on the other side.* 


The Unconditional Clause and Non-tariff Trade Controls 
This leads to a consideration of how the principle of equality 
can be applied to methods of trade control which are dis¬ 
criminatory in essence, such as quotas, exchange control, 

clearing and compensation agreements, and Government 
monopolies. 


As regards quotas, what is known as the ‘ proportional ’ 
method has been generally held to provide the nearest applica¬ 
tion of the underlying idea of the most-favoured-nation clause 
that the system permits. Under this method, each country is 
allowed to import a certain uniform proportion of its total 
imports during a basic reference period prior to the institution 
of the quota. Discrimination is, however, by no means 
completely excluded thereby. The base period selected may 
favour imports from one source relatively to another. And, 
at any rate, no rigid ratio of imports from different countries 
appropriate to a past period could fulfil the changing needs of 
the present : a static formula stereotypes old channels of trade 
and prevents the occurrence of normal shifts in them. 

The same method may be applied to exchange control. 
This application may be more difficult, however, as the 
allocation of the limited quantity of foreign exchange 
necessarily involves discrimination between essential and 
non-essential, or more and less essential imports, and therefore 
between the countries of supply. 

In regard to official monopolies, an assurance—which can 
by no means give complete satisfaction—may be secured to 
the effect that their activities will be guided by the ordinary 
economic considerations of price and profit. 

Clearing agreements have a definite tendency to bilateralize 

F. Grady, Joe. dt. : ' The unconditional principle is, on the other 
h^d, bas^ on the broader concept of redprodty in the forro of generaluation 
of conceasiOM m return for generalization of concessions. It is fully redprocal, 
in «turn°"'^’“°"^ most-favoured-nation treatment is predicated on like treatment 

A country which has a single tariff and therefore treats all imports on an 
3 -h however, U enUtled to reedve the benefit of any Concessions, 

d" u “ country having uncondmonal most-favoured-nation rights 
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trade and leave no scope for the operation of the principles of 
equal treatment and comparative advantage. 

It is necessary, moreover, to prevent discrimination against 
Indian exports through methods of levying duties or charges, 
or miscellaneous measures like prohibitions and licensing 
systems, internal excise and sales taxes, mixing regulations, 
sumptuary laws and sanitary regulations, or customs formalities 
and transit delays, and all the various forms of administrative 
protectionism, besides conditions governing the residence, 
travel and operations of Indian business men in foreign lands. 
This could be done by following the practice adopted in many 
recent treaties of applying the most-favoured-nation clause 
specifically to ‘ the method of levying all duties or charges as 
well as with respect to all rules and formalities in connexion 
with importation and exportation, to duties or charges imposed 
on exportation, to transit, warehousing, the trans-shipment of 
goods, as well as official charges applicable to these various 
operations ’* as also to stipulate for national or most-favoured¬ 
nation treatment in respect of all internal taxes, fees, charges, 
or exactions. One of the most important provisions in the 
recent American agreements against indirect protectionism is 
the general clause which makes any measure that tends to 
nullify or impair any object of an agreement subject to 
representation by the other party with a view to arriving at a 
mutually satisfactory adjustment of a matter. 

Unless approximate equality of treatment is secured in 
respect of non-tariff and administrative devices of restriction, 
there is no real observance by foreign States of their obligation 
to grant most-favoured-nation treatment to Indian exports. 
And if the important foreign countries could be persuaded to 
agree to grant equality of treatment in respect of such matters 
as quantitative limitations and exchange allocations, besides 
tariffs, there would be little left to be desired in the way of 
export advantages abroad. For, the aim of Indian commercial 
policy should be no more than to create conditions of fair 
commercial competition by mitigating discrimination as far as 
possible. India should claim no special favours and grant 
none. She should seek equality, not preferences and privileges. 
She should demand treatment no worse, and no better, than 
* Trade Agreement between the United States and France, 1936, Article 1 , 3. 
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is accorded to any other foreign country in respect of such 
forms of trade control as admit of applying the principle of 
equality in some form.’ 

A detailed study of the export and import trade of India 
with each country, of the conditions affecting the entry of 
Indian products into foreign markets in respect of the multiple 
methods of restriction and discrimination, as well as of the 
regulations under which Indian business men conduct their 
operations abroad, would be necessary to indicate the precise 
scope of mutually profitable trade agreements with important 
countries. Such a study may best be undertaken by the 
Economic Adviser to the Government of India and his staff. 
Only a few general observations, besides those already made, 
may be added here. 

It may be found in certain cases that tariffs present an 
unimportant obstacle to Indian exports. The ‘ freezing ’ of 
foreign free lists may here provide a safeguard against further 
raising of tariff barriers, and should be the more valuable in 
proportion as liberalization of quotas is secured. 

On the side of India, it may be necessary to lower the margin 
of preference for some United Kingdom imports in which 
particular foreign countries are vitally interested, as principal 
suppliers, as well as to make some tariff reduction in other 
cases. Reductions of the Uriff may often be found difficult, 
either because of the importance of customs as a source of 
cental revenue, or because the tariff affords protection to 
Indian industries which have grown up under its shelter 


’ A Preliminary Cornmcrcial Agreement has been concluded benveen the 
Govemm^ts of the Union of South Afnca and India by an exchange of Note* 
dated 8 March 1938. The Agreement provide* for reciprocal most-favoured- 
nauon treatment in respect of customs duties and other internal taxes and charge* 
levied on im^rt*. and in all matter* pertaining to the administration tlicreof, and 

quantitative regulation, licensing or foreign exchange control, 
txempuons from most-favourcd-nation treatment are made as regards the 

Of be accorded, by either Government to 
Bntuh Empire. The Agreement came into force on 99 March 
193O and will remain m force until superseded by a more comp^ensive 
Commcrci^ Agreement or until the expiration of three months from the date on 
winch notice of termination is given by either Government. 

‘ 934 . however, provides for 
mutual most-favoured-nation treatment on more customary line* : ‘ Articles 

produced or manufactured in the territories of one of the High Coniracling ParUcs, 

fr®*" whatever place arriving, 
nvt « ? Of charges other or higher than th^ imposed on 

like arucles produced or manufactured in any foreign country ’ (Article a). 
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without formally receiving protection, or because the tariff is 
already moderate. Sometimes it might be possible to secure 
a part of the necessary ‘ concessions ’ on exports by a binding 
of the existing tariff treatment for the period of a proposed 
agreement. But altogether the question is likely to involve 
considerable difficulty and comple.xity. 

There appears to be an erroneous belief in some minds that 
a policy of tariff bargaining is inconsistent with the full 
maintenance of the unconditional most-favoured-nation clause. 
It should have been clear from the above that this belief, 
where it exists, is based on a misunderstanding of the real 
significance of the clause. Bilateral agreements containing 
the unconditional most-favoured-nation clause have been 
frequently employed as a means of bargaining for reduction 
of tariff and other trade barriers. The usual method is to 
grant reduction of tariffs on items of which the other party to 
an agreement is the principal supplier. Though the reductions 
are extended to most or all countries, their major benefit 
accrues to the principal supplier, who is, therefore, prepared to 
reciprocate in a similar manner. As has been already observed, 
this policy of tariff bargaining with the unconditional most¬ 
favoured-nation clause underlies the trade agreements con¬ 
cluded by the United States since 1934 under the Reciprocal 
Trade Agreements Act of that year. The United Kingdom, 
too, is making use of the same policy in her agreements with 
many foreign countries. 

The policy outlined above in its essentials involves some 
departure from the existing position of India’s single autono¬ 
mous tariff. It implies, in the first place, the giving up of 
some part at least of the tariff autonomy—the power to 
regulate the tariff at will and without reference to any outside 
party—that India enjoys at present. It involves, secondly, 
the assuming of power to discriminate against the trade of 
countries which subject Indian exports to flagrant discrimina¬ 
tion, somewhat on the lines of the penalization provisions of 
the Tariff Act, 1930, of the United States. Section 338 of that 
Act provides for the imposition by proclamation of the Presi¬ 
dent, whenever he finds that the public interest will be served 
thereby, of new or additional rates of duty not to exceed fifty 
per cent ad valorem or its equivalent, on any or all products 
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of any foreign country which discriminates against the 
commerce of the United States ‘ in such manner as to place 
the commerce of the United States at a disadvantage com¬ 
pared with the commerce of any foreign country It will 
be readily recognized how the present form of operation of the 
unconditional clause has failed in its essential purpose : 
whereas India has granted equality of treatment to imports 
from all sources, she has failed to secure the same equality of 
commercial opportunity for her export trade. What is 
required is no radical departure from the fundamental principle 
of the clause, but some reinforcement of the existing policy by 
acquiring the power to combat discrimination by discrimination 
in order to establish equality (or a larger measure of equality 
on the other side) against equality (on this side). To bargain 
on equal terms with other countries India may have to adopt 
surtaxes or maximum tariff rates of some kind corresponding 
to their maximum or bargaining tariffs. 

It must at once be emphasized that, for reasons already 
detailed, this policy is of only limited usefulness, given the 
state of I ndia’s balance of trade with many important countries. 
But the mere volume of imports and exports is not always a 
sure index of the relative intensity of demand of two countries 
for each other s products, and the existence of the power to 
discriminate may exercise, at any rate, a moderate measure 
of restraint on the immoderate discrimination practised by 
some foreign countries. 

Discriminatory treatment in the Indian tariff should, of 
course, be an extreme penalty reserved for sparing use in 
exceptional cases of substantial discrimination. No rigid 
criterion may here be invariably applied. The content of 
discrimination such as may justify the application of the penal 
powers would have to be carefully determined after close 
attention to all relevant circumstances, because any crude 
attempt to divert trade and bilateralize it would spell simple 
disaster for Indian exports.* 

* Any doubu about the essential soundness of the view expressed here should 
be rcmoy«^ by a hule reneciion over the dismal failure of the trade diversion 
policy initialed m May 1936 by Australia—which in many respects is in a timlUr 
economic predicament to India—with the object of diverting imports from bad 
o good cuslomen. The following statement affords an illuminating commentary 
on the general outcome and lesson of that experiment : ‘ The net effect of Urn 
X rade Diversion policy supposed to be directed against the bad customers was to 
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In conclusion, it may be pointed out again that the modest 
advance suggested above promises no spectacular gains in 
export trade, though it may help to palliate a few of the more 
stubborn obstacles to its progress in certain cases. 

The above policy may not be capable of being fully worked 
inside the strict framework of the existing Indian constitution. 
But a start on its lines may be made. And, at any rate, this 
analysis of the proper ends and means of commercial policy 
for India in the light of the basic facts of her economic position 
and the general setting of present-day national economic and 
trade policies may not be altogether without use. 

4. India’s Foreign Trade Policy in Relation to 

THE United Kingdom 

What is to be said now about the future of India’s trade 
relations with the United Kingdom ? In particular, should 
India conclude a trade agreement with that country on the 
basis of reciprocal exchange of preferences, to replace the 
Ottawa Agreement ? 

A Bask Assumption 

It may at once be said that India should prefer the old 
triangular basis of trading with the United Kingdom which 
existed before the adoption by that country of the twin 
systems of Imperial preference and protection. But, as things 
are, there appears little likelihood of the United Kingdom turn¬ 
ing back from the path of economic and commercial policy she 
has chosen for herself. British protection and a general system 
of preferences among Empire countries may then be taken 
for granted : the definite change in Britain’s Rscal policy 
remains as it was at the time of the Ottawa Conference, the 
underling assumption in any reconsideration of the future 
of India’s trade relations with herself. 

change w exceas of commodity exporu of roughly six million into an excess of 
cot^oojty imports of very nearly two inillion, the exact opposite of what the 
let out to do. In addition to this general result, which for a country like 
Australia, which needs to accumulate a substantial surplus on her commodity 
trade to m^ her external financial obligations, was particularly embarrassing, 
a number of i^cular difficulties revealed themselves, which tend to demonstrate, 
u d^omtration is needed, the danger of trying to dbturb the processes of trade 
on me ba» of crude stadsdcal calculations.’— Betmamita, February 1938, article 
by N. F. Hall on * “ Trade Diversion ”—an Australiam Interlude 
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Given the present policy of the United Kingdom—that 
policy, as already pointed out, has been and eontinues to be 
a most important influence on the general trend of commercial 
policy in thcworld—it is doubtless to India’s intcrestto align her 
policy with that of the former in respect of their mutual trade 
relations. In the days of freer and wider markets, it might 
have been possible for India to steer a solitary course, indepen¬ 
dent of the general policy of the Empire, relying upon the 
strength of her position and the favourable fiscal policies of 
foreign States. It is not the part of wisdom now, in the face of 
the rcstrictionist temper of the world, of depressed prices, 
reduced trade, and contracted markets to cut adrift from the 
one large bloc of comparative freedom of trade available to 
India to join, even if adherence to it should involve some 
measure of discrimination against foreign nations.* For, so long 
as the present policy of the United Kingdom remains unaltered, 
India is likely to lose rather than gain by standing apart. 
The general protective cum preferential policy of the United 
Kingdom rather than the United Kingdom-India Agreement 
as such is, if anything, responsible for the discriminatory 
policies of foreign States. By severing her connexion with the 
preferential system of the United Kingdom, India would 
lose in the United Kingdom market, in the Empire markets, 
and would largely continue to lose in the foreign countries 
what market she is already losing as a general result of the 
United Kingdom’s Imperial preferential policy, 

Dilateralism and Indo-British Trade 

Again, if bilateralism is to persist, India could best conform 
to the trend in the case of the United Kingdom. From the 

‘ Such discrimination involved by the prant of preferences to the United 
Kingdom, though it b none the less real and b therefore to be avoided as far as 
poisible, b covered by the reco^ized exceptions to the most^favoured^nation 
clause, and may not by itself furnish a cams bcUi for retaliatory measures specially 
directed against Indian trade with foreign countries. 

But it b possible to exaggerate the significance of general recognition of the 
legitimacy of thb exception. It b undeniable that a policy of receiving or granting 
extensive preferences in respect of an important country b inconsbtent with the 
objective of equality of treatment : to get real equality, India must give real, 
and not mere nominal equality of treatment to foreign countries in her own tariff. 
The reason why a limited breach of thb othcrwbe unexceptionable rule may be 
partially condoned in the case of the United Kingdom b that a practical com¬ 
mercial policy must inevitably be based on a compromise between wbat b 
ideally desirable and actually attainable • the pace of progress towards equality 
of treatment in international commercial relations b not set by India alone. 
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United Kingdom of all important countries India, until 
^ 935 - 6 , imported more, far more (if invisible imports of 
commercial, banking, financial, political and military' services 
are included) than she exported to her, A bilateral treaty, 
which in the adjustment of the range and margin of tariff 
preferences took due account of this state of the total balance 
of trade and transactions benveen the United Kingdom and 
India, should tend to encourage Indian exports more than 
imports. This assumes readiness on the part of the United 
Kingdom gradually to assimilate her trade relations with 
India to the new bilateral principle that she herself seeks to 
enforce in her trade relations with other countries. So that, 
while the United Kingdom is allowed greater access to the 
Indian market, she grants at the same time rclativelystill greater 
facility of entry into her own home market to Indian exports. 

Preference and Agricultural and Manufactured Goods 

It will be pertinent to observe in this connexion that an 
equal margin of preference on agricultural and manufactured 
goods will, in general, be more helpful to the former than to the 
latter. Primary products arc, on the whole, more standardized 
than finished goods, and their markets are larger and work 
on smaller profit margins than the markets of the latter, A 
small special advantage can therefore cause a quick diversion 
of demand to the favoured source or sources of supply. This 
process has been observed to have occurred in the case of a 
number of Empire products receiving preference like ground¬ 
nuts, linseed, pig lead and others. The markets in finished 
goods, on the other hand, are more specialized and distinctive, 
and less competitive. A relatively wider measure of price 
differential, other things being equal, is therefore required 
to effect a given shift in demand than in the case of primary 
products.* 

Long Term Considerations 

There is, on the other hand, a consideration of a contrary 
character which in the long run reduces the significance of the 
above factor. While the range of foreign imports into India 

* On the other hud, as pointed out already, the real sacrifice involved in the 
grant of preferences is Ucly to be greater in the case of manufactured goods than 
of raw materia] imports. 
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which compete with and arc substitutable by imports from the 
United Kingdom is very large, the amount of foreign imports 
into the United Kingdom which can be replaced by corre¬ 
sponding imports from India is much smaller. The reason 
lies broadly in the relative ease with which manufacturing 
production can be expanded to take advantage of better 
opportunities for sale in particular markets against the com¬ 
parative inelasticity of supply of agricultural products. The 
demand for the products of agriculture, again, may not be as 
clastic as the demand for industrial goods, in a single market. 
India may, therefore, have permanently to depend upon a 
wide distribution of her export products among many and 
scattered markets. 

There is, besides, another long term factor which appears 
to confirm this last conclusion : with a stationary or declining 
population in the long run, and a non-expansive consuming 
capacity in consequence, the relative importance of the 
United Kingdom as a market for the expanding agricultural 
production of the overseas Empire should diminish as time 
passes. 

However, the importance of these long term considerations 
as a factor in the framing of trade policy in the immediate or 
near future is likely to be small. 

Broad Outlines of a Trade Agreement with the United Kingdom 

What, in broad terms, should be the actual lines of a 
mutually profitable trade agreement between the United 
Kingdom and India ? 

On the side of exports from India, the articles which do not 
receive preference in the United Kingdom at present arc 
mostly raw materials of industry.* Though preference might 
in some cases be helpful to Indian exports, in most cases it 
would not appear to be an obviously practicable proposition 
from the point of view of the United Kingdom. 

Again, three important commodities have dropped out of 
the possible scope of any fresh agreement through the separa¬ 
tion of Burma, namely teakwood, pig lead, and paraffin wax, 
while the importance of preference on rice is now considerably 
less. Moreover, until the separation of Burma, tea formed 

* e.g. textile materials, ores, raw hides and skins, etc. 
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nearly half, and now forms an even larger proportion, of the 
total Indian exports of all preferred commodities. In exports 
of preferred articles to the United Kingdom the importance 
of tea is still greater. But tea has been subject to regulation 
all these years, and the advantages of this regulation have, on 
the whole, outweighed the benefit of the preference. The 
preference has also been reduced from 50 per cent of the general 
rate at the beginning to 25 per cent of the general rate now.* 
The international regulation scheme for tea continues in 
force and is likely to reduce appreciably the possible value of 
the preference during the course of its operation. 

In view of the above, it would appear to be best, taking all 
the circumstances into view, to have a system of judiciously 
limited, discriminate and selective preferences on the side 
both of the United Kingdom and India. Thus, India may 
obtain preferences, firstly, on such goods as linseed, woollen 
carpets and rugs, oil-cakes* and bran and pollard, ground-nuts 
and vegetable oib* and other commodities in respect of which 
preference is likely to be of some definite advantage by way 
of extending India’s share of the United Kingdom market. 
It might be noted that the other Empire countries are not, 
in general, primarily interested in such commodities. The 
principal interest in securing a preference on them is that of 
India. 

Secondly, India should share in the preferences granted to 
other Empire countries in respect of commodities in which 
they are more vitally interested than India is. Important 
among such commodities arc tobacco, coffee,^ wheat and other 
cereals, pulses, manures and bones. And since a position 
of discrimination between another Empire country and 
India could not be contemplated, India would also naturally 

^ In April 19^3, the general and prefercQUal tarifT rales were 4d. and i2d« 
respeclivcly. After two successive increases they stand now at 60. and 6d« 
respectively. 

^ The exports of this commodity may not be desirable from the point of view of 
^e fertility of the soil, but if effective demand for it has not sufficiently developed 
in the county, the proper remedy is not to restrict the opportunities for cxport» 
or to relax efforts to enlarge foreign outlets. 

^ Atlendon may be inrited to the recommendation of the Sub-commiltee of 
the Impcr^ Council of Agricultural Research for an extension of the scope of the 
United Kingdom tariff to cover all foreign imports of vegetable oib and fats. 
See above Chapter V, 4. 

^^The ousting margin of preference has proved inadequate, as seen above 
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participate in preferences granted to other Empire countries 
on other commodities in which she has a relatively minor 
interest. But the significance of the incidental extension to 
India of such preferences should be properly appraised in 
considering the extent of counter-concessions that India 
should make in return. 

The latter might take the form of preferences to United 
Kingdom goods belonging to a few really competitive lines 
of imports selected, say, from among the third group of com¬ 
modities considered at the end of Chapter VII, where a 
preference might confer substantial benefit on the United 
Kingdom.’ It would be of little use to enter into details here, 
as, for the most part, the view the United Kingdom side take 
of the importance of particular preferences would largely 
determine the scope within which the grant of preferences 
might be considered. 

Moreover, the due measure of importance in this connexion 
of the substantial preferences on steel and cotton goods in the 
Indian tariff should be taken into account in any attempt 
to assess and square the relative value of preferences exchanged. 
Now, on the one hand, it has been held that the lower duties 
on United Kingdom goods in such cases are differential rather 
than preferential in character : they arc justified by considera¬ 
tions of discriminating protection.* On the other hand, 
it has been suggested that whatever the manner of their 
introduction, in effect they constitute preferences in favour 
of the United Kingdom fully as much as other preferences. 
A fair statement of the position according to the study of these 
duties in the last chapter would appear to be that they partake 
both of a differential and preferential nature. 

There is no doubt, however, as to the benefit conferred by 
them on United Kingdom trade. This has received full 
recognition by their inclusion as definite obligations assumed 

* Now it has been sometimo suggested that India might in return give pre¬ 
ferences on United Kingdom goods of which substantial proportions, say 65 per 
cent or more, arc imjported from the United Kingdom, ouch comparatively 
painless schemes of preference might provide almost an ideal solution from India's 
point of view—a solution which saves the face of Imperial preference, at the same 
time secures much of the benefit it has to offer to India, but involves no propor¬ 
tionate expense or comparable sacrifice. They arc, however, unlikely to commend 
themselves to the other party. 

^ The Indian Delegation completely excluded them from consideration on thi f 
ground. 
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by India in the Supplementary Indo-British Trade Agreement. 
Now it has been seen in the last chapter that the considerations 
in return for these undertakings by India have in part ceased 
to exist (in the case of steel). This would suggest an abroga¬ 
tion of the purely preferential parts of the lower steel duties 
in favour of the United Kingdom particularly in the case of 
galvanized sheet, which involves the Indian Government 
revenues in appreciable loss. 

It has been seen how the differential duties on cotton have 
an important preferential clement in them. Their real 
justification must be looked for not only in considerations of 
discriminating protection but also in the counter-benefits 
secured in return, namely encouragement of the use of Indian 
raw cotton in the United Kingdom and preference and 
participation in quotas for exports of Indian cotton piece- 
goods in Colonial markets. The reciprocal arrangements in 
regard to cotton remained at first outside the main framework 
of the Ottawa Agreement. It appears that they will now 
form a vital and integral part of any new agreement that may 
be made to replace it. Recently, negotiations at Simla beUveen 
the Lancashire Cotton Delegation and the unofficial Indian 
advisers failed to result in a satisfactory settlement of the terms 
of a new cotton pact. The essential reason for the failure of 
the cotton talks may be said to be the unwillingness of the Indian 
side to concede a market for United Kingdom goods \vide 
enough, in the opinion of the Lancashire Delegation, to entitle 
the former to claim the enlarged outlet for Indian raw cotton 
demanded by them. The line of immediate conflict ofinterests 
is not drawn entirely between Lancashire and India as a whole, 
but cuts athwart the raw cotton grower and the cotton manu¬ 
facturing industry in India itself. Should Lancashire be in 
a position considerably to increase her offtake of Indian cotton, 
the interest of the agricultural producer of cotton in India 
would be clearly served by the Indian Cotton Industry 
accommodating the claims of Lancashire in a satisfactory 
manner. The home cotton industry, however, provides a 
much larger market for the Indian cotton producer than 
Lancashire, and is also much more important than the latter 
as a prospective buyer. The immediate conflict of interests 
between the cotton producer and manufacttircr is therefore 
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of small significance in the long run. And, moreover, the 
process of decline of Lancashire imports could at best be 
retarded but not completely checked : an agreement with 
Lancashire would provide no durable solution of the problem 
of tlic Indian raw cotton surplus. 

5. Conclusion 

Preoccupation with the details of an agreement, even with 
a customer as important as the United Kingdom should not 
distract attention from the factors of fundamental importance 
to the future of India’s export trade. 

International Co-operation 

The success of any policy of expansion of trade is vitally 
bound up with the restoration of international co-operation. 

The vast economic injury done to the nations of the world 
by the great set-back to international economic specialization 
has been apparent throughout these pages. The greatest need 
of the world at the present moment for continued economic 
progress is to restore the essential foundation of international 
security and co-operation. 

1 he view expressed by the Gold Delegation of the Financial 
Committee of the League of Nations as long ago as 1932, 
is truer now than ever before : ‘ Without some measure of 
political settlement leading to renewed confidence in Inter¬ 
national economic and financial relations, there can be no 
secure basis for the restoration and improvement of world 
trade and finance ’ {^Final Report^ *932> par. 232). But on 
the other hand too, a return of economic prosperity may 
make easier a return to political sanity. An easing of economic 
pressure should contribute towards relief of political tension.* 

India in her own best interest should be ready to share 
in a joint endeavour to this end. For the present, she can best 
play her part in the game by maintaining adherence to the 
unconditional most-favoured-nation clause, trying to have it 
enforced in respect not only of tariffs, but of quantitative 
restrictions and foreign exchange allocations in relation to 

* At the moment, however, the lead appear* to have paued definilely from the 
econorac to non-economic forces : the readings of the political barometer coodi- 
Uon the tempo of restrictionist or liberalizing trends in economic policies. 
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Indian exports, and, in the interest of effective action in this 
direction, to limit the scope and margin of the reciprocal 
preferences witli the United Kingdom to the extent indicated 
by clear necessity, or by prospects of definite and substantial 
advantage. It will be noticed that this policy is in essentials 
similar to that being followed by the United States of 
America. That country has consistently refused to be a party 
to the current type of exclusive reciprocal trade agreement 
and has resolutely pursuc^d the objective of securing what small 
advance is possible on liberal lines amid the general illiberal 
trend of commercial policies. India would do well to follow 
this straight lead which eminently suits her position as a 
great exporting country.' 


The last two sections of this chapter have been left unaltered as they were 
wnuen before the terms of the new Indo^firitish Agreentent became known, cf. 
Indian JourruU of Eco/umus, April 1939, my article on ‘ Commercial Agreements 
and India 


1 



POSTSCRIPT 


THE NEW INDO-BRITISH TRADE AGREEMENT 

A RESOLUTION recommending the termination of the Indo- 
British Trade Agreement concluded at Ottawa on 20 August 
1932 was passed by the Indian Legislative Assembly on 
30 March 1936. The Supplementary Agreement of 9 January 
*935 ^iso to continue in operation for the term of the 
Ottawa Agreement and expire simultaneously. In pursuance 
of the Assembly’s recommendation, six months’ notice of 
denunciation under Article 14 of the Agreement was given to 
His Majesty’s Government on 13 May 1936. It was announced 
in a Commerce Department communiqui dated 20 October 1936 
that pending the negotiation of a fresh Agreement, the Agree¬ 
ment then in force would continue in operation subject to 
termination at three months’ notice on cither side. It is not 
necessary to trace here the course of the protracted negotiations 
lasting for two and a half years which resulted in the conclusion 
in March 1939 of a new Agreement to replace both the Ottawa 
and Supplementary Agreements. The negotiations on the 
Indian side were conducted in close consultation with unofHcial 
advisers from the start. They submitted altogether about 
fourteen Reports to the Government. The final Report was dated 
5 September 1938, in which the revised proposals of the British 
Board of Trade were rejected. Meanwhile, an Indian Dele¬ 
gation consisting of the unofficial advisers and Sir Muhammad 
Zafrullah K.han, Commerce Member to the Government of 
India, had visited London in the autumn of 1937 without 
bearing any immediate fruit, and a Lancashire delegation had 
held unsuccessful parleys to arrive at a mutually agreed 
solution of the textile angle with the unofficial Indian advisers 
at Simla in May 193^' Sir Muhammad had been to London 
three times in an earnest endeavour to secure a satisfactory 
deal. After the failure of efforts to conclude an agreement 
with the concxurence of unofficial advisers, the Government of 
India themselves pursued the trade talks with His Majesty’s 
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Government and on 20 March I 939 > ^ Trade Agreement was 
signed between the two Governments. On 27 March, Sir 
Muhammad’s motion for approval of the Trade Agreement 
was negatived by the Legislative Assembly, after full discussion, 
^y 59 votes to 47. On 14 April, Sir Muhammad brought forward 
a Bill to amend the Indian Tariff Act of 1934 in order to give 
effect to the provisions of the Trade Agreement. The 
Commerce Member explained that the Bill was meant to 
carry out the understanding embodied in Article 16 of the 
Agreement that pending its coming into force the two Govern¬ 
ments would apply its provisions as far as might be possible. 
The motion for leave to introduce the Bill was rejected by 
54 votes to 39—a rare event in the annals of the Assembly ! 
The next day the Tariff Bill was again brought up before the 
Assembly in an amended form with the recommendation of 
the Governor-General. Permission to move an amendment 
seeking to restore the pre-Ottawa position in respect of the 
preferences was refused by the Governor-General. The Bill 
was accordingly rejected by 50 votes to 37.* Thereupon it 
was certified by the Governor-General and on 18 April was 
passed as certified by the Council of State. 

It had already been announced by the Commerce Member 
that the Ottawa Agreement would terminate on 31 March 
* 939 > ^nd the new Agreement provisionally came into force 
from I April 1939 under Article 16 which has been already 
referred to. The present Agreement shall continue in force 
until 31 March 1942, if six months before that date notice of 
termination shall have been given by either party to the other, 
or until the expiry of six months from the date on which a 
notice of termination is given. 


1. Main Provisions of the Trade Agreement 

The Agreement contains in all sixteen Articles. As between 
the United Kingdom (apart from the Colonics) and India the 

’ A feeling remained in respon&iblc quarten that the Bill would have been 
passed if the Government had announced in advance, os they did at the time of 
the Ottawa Agreement, that they would accept the verdict of the Assembly, 
whatever it might be. This feeling was crystallized in the leading article of the 
StcUsmort, t6 April 1939. The knowledge that the Agreement was a/aii accompli 
and the approval of ^e Legislature an inconsequential affair certainly did not 
nnake for its favourable reception. 
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Agreement provides, on the side of the United Kingdom, for 
the maintenance of various margins of preference for Scheduled 
imports of Indian goods into the United Kingdom ; continu¬ 
ance of free entry for Indian goods which arc now admitted 
free, with consequent preference, so long as foreign imports 
of such commodities arc subject to duty, but no guarantee 
thereof; free entry from all sources of a few other com¬ 
modities : on the side of India, for the grant of a preference 
mostly of lo per cent or 7^ per cent on United Kingdom 
imports. Besides, there arc reciprocal concessions embodied 
in Article 10 in regard to the export of Indian raw cotton to 
the United Kingdom and the import of British cotton piece- 
goods into India which form in many respects the pivotal part 
of the Agreement. Preferences have also been exchanged on 
a wide range of goods prescribed in two Schedules tvith the 
Colonies, Protectorates, Protected States and certain British 
Mandated Territories to which India has, besides, agreed to 
give most-favoured-nation treatment. 

Exchange of Preferences 

Preferences at varying ad valorem rates have been provided in 
the case of the following commodities : 10 per cent for bones, 
castor seed, coir yarn, cotton yarns (unbleached), up to number 
40 count, goatskins (raw), gram or chick pea, ground-nuts, 
hardwood, leather (undressed hides other than sole leather 
and undressed skins), linseed, magnesite, oil-seed cake and meal, 
paraflin wax, sandalwood oil, soya beans, and spices ; 15 per 
cent for castor oil, linseed oil, coconut oil, ground-nut oil, rape 
oil and sesamum oil, granite sets and kerbs, leather (dressed), 
and cordage, cables, ropes and twine of Jute j 20 per cent for 
coir mats and matting, cotton manufactures and Jute manu¬ 
factures other than cordage etc. The following commodities 
have received specific margins of preference ; magnesium 
chloride, is. per cwt. ; coffee, gs. 4d. per cwt. ; tea, 2S. per 
lb. j rice, unhusked and husked (not including broken rice), 
2s. 3d. per lb. ; woollen carpets, carpeting and floor rugs— 
hand-made, 4s. fid. per sq. yard exclusive of fringes ; other 
kinds, 20 per cent ad valorem. 

Lac, raw jute, myrobalans, mica slabs and splittings, and 
Indian hemp have been guaranteed fi'ec entry from all sources. 
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Among commodities which enjoy an unguaranteed prefer- 
ence are barley, pulses and minor food grains besides manures 
(other than bones), pig lead, etc. 

India has giantcd preferences of 10 per cent on a number 
of Items of imports (yi per cent on motor-cars, on motor 
cycles, and scooters—new additions to the preferential list— 
and cycles and omnibuses, etc.) which arc considered in more 
detail in the following section. 

The Supplementary Agreement of 9 January 1935 has not 
been renewed as arrangements in respect of cotton, and iron 
and steel have been incorporated in the text or appendix of 
the Agreement, and perhaps also because the general provisions 
m regard to the furtherance of industrial co-operation through 
exch^ge of raw or semi-finished Indian products for finished 
British goods were found to be of little direct consequence. 


Tfu Cotton Art'ule 

In Article 10 of the Agreement arc contained the terms of 
exchange of Indian raw cotton for United Kingdom cotton 
piccegoods. His Majesty’s Government in the United 
Kingdom undertake to continue to use all possible efforts to 
stimulate the consumption of Indian cotton in terms similar 
to those embodied in the Mody-Lees Pact; note the desire of 
Indian cotton growers that as much as possible of their 
production of short and fair staple cotton should be absorbed 
^ United Kingdom; invite attention to the Lancashire 
Indian Cotton Committee’s sympathy with that desire and 
mcir intention fully to assist in its fulfilment; but recognize 
that success in achieving that aim is bound up with the 
continued pursuit of a policy of improving the quality and 
staple of Indian cotton exported to the United Kingdom. 

L specific provisions, the advantage offered 

^ ® United Kingdom consists in the immediate reduction 
rom the date of the Agreement coming into force of the rates 
o uty on United Kingdom cotton piecegoods to the following 
asic rates : 17 J per cent (instead of the existing rate of 
25 per cent) ad valorem on printed goods ; 15 per cent (against 
20 pw cent) ad valorem or 2 annas 7J pies (against 3J annas) 
per lb., whichever is higher, on grey goods ; and 15 per cent 
(in place of the present rate of 20 per cent) ad valorem on all 


IS 
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others. Moreover, if in any cotton piecegoods year (i April 
to 31 March following) United Kingdom imports do not exceed 
350 million ) ards, the duties charged after the end of that year 
and until the end of any cotton piecegoods year in which such 
imports exceed 425 million yards are to be reduced still further 
by 2^ per cent ad valorem with a proportionate reduction in the 
alternative specific duty on grey goods. 

On the other hand, if in any cotton piecegoods year, 
imports from the United Kingdom exceed 500 million yards, 
the rates of duty in the following cotton piecegoods year may 
be increased above the basic rates to such extent as may be 
deemed necessary for the purpose of restricting imports of such 
goods during the year to the ‘ maximum yardage figure ’ for 
the preceding cotton piecegoods year, but shall be reduced to 
the basic rates (or 2^ per cent below the basic rates) after the 
end of any cotton piecegoods year in which the total quantity 
of such imports into India has not exceeded 425 million yards 
(or 350 million yards). 

The advantages to India are embodied in the provisions 
relating to the calculation of the maximum yardage figure. 
This expression means in relation to any cotton piecegoods 
year, a maximum of 500 million yards, reduced by the 
‘ appropriate ’ figure in case in the corresponding cotton year 
(i January to 31 December following) there is a ‘ deficiency ’ 
in United Kingdom purchases of Indian Cotton. A 
‘ deficiency ’ is defined as the amount by which United 
Kingdom imports of Indian cotton of all sorts fall short of 
500,000 bales during the cotton year ending 31 December 1939, 
550,000 bales during the cotton year ending 31 December 1940, 
and 600,000 bales during every subsequent cotton year. And 
the appropriate reduction (below 500 million yards) in the 
imports of United Kingdom cotton piecegoods in order to 
arrive at the maximum yardage figure in any cotton piecegoods 
year is 25 million yards for every 50,000 bales (or less) of the 
deficiency in the corresponding cotton year, provided that the 
deficiency docs not exceed 100,000 bdes in the cotton year 
ending 31 December 1939 and 150,000 bales in any subsequent 
cotton year. 

Certain * minima * are also prescribed for the import of 
Indian cotton into the United Kingdom in the following 
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terms ; if the imports of Indian raw cotton into the United 

Kingdom fall below 400,000 bales in the cotton year ending 

31 December 1939, or in the cotton year ending 31 December 

1940, and 450,000 bales in any other cotton year, the duties 

charged on imports of United Kingdom cotton piecegoods into 

India in the follo^ving cotton piecegoods year may be increased 

above the basic rates to such extent as the Government of 

India may, after consultation with His Majesty’s Government 
determine. ’ 

There is, on the other hand, a special reward for the United 
Kingdom cotton industry if its purchases of Indian raw cotton 
exceed 750,000 bales in any cotton year : the rate of duty 
charged on imports of United Kingdom printed cotton piece- 
pods into India in the following cotton piecegoods year shall 
be reduced to a level not exceeding the duty charged in that 
on other imports of United Kingdom cotton piecegoods. 
And, further, in that cotton piecegoods year, or in any following 
cotton piecegoods year during which the reduction of duty 
on prints remains in force, any excess up to a maximum of 
25 million y^ds in imports of United Kingdom cotton prints 
over imports in the cotton piecegoods year immediately preced¬ 
ing that in which the reduction first took effect shall not be 
taken into account for the purpose of determining whether the 

medium or maximum yardage figure (425 or 500 million yards) 
has been exceeded. 


Pig-iron and SUel 

On the same day on which the Agreement was signed it was 
agreed on behalf of the Government of India in a Letter fi'om 
the Indian Signatory that notwithstanding the guarantee of 
duty-free entry to Indian goods admitted free at the time of 
the Agreement, it would be open to His Majesty’s Government 
in the Unitp Kingdom, after consultation with the Govern¬ 
ment of India, to impose after 31 March 1941 a customs duty 
on imports of Indian pig-iron if after the expiry on that date 
of the Iron and Steel Protection Act, 1934, duties were applied 
to articles of iron and steel import^ into India substantially 
less favourable to the United Kingdom than those provided 
for in that Act. 
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2. The Trade Agreement Considered 

Proceeding to a consideration of the terms of the new 
Agreement it appears that on the side of Indian exports the 
scope of preferences is substantially similar to that under the 
Ottawa Agreement. The average annual value of total 
exports from British India (including the maritime States for 
certain preferred commodities but excluding Burma) to all 
countries and to the United Kingdom during the triennium 
• 935-6 to 1937-8 was Rs. 164*38 and Rs. 55*31 crorcs respec¬ 
tively. During the same period, exports to all countries and 
to the United Kingdom of exports enjoying preference, 
whether guaranteed under the new Agreement or not, was 
Rs. 98-69 and Rs. 40*56 crorcs per annum respectively. The 
proportion of total c.xports to the United Kingdom entitled 
to preference was thus 73 per cent on an average during the 
three years. 

On the other side, it has been estimated that imports of 
preferred goods from the United Kingdom were reduced 
from a value of Rs. 18*75 crorcs in 1935-6 under the old 
Agreement to Rs. 7*68 crorcs on an average during the three 
years 1935-6 to 1937-8 under the new Agreement. During 
the same period the value of total imports from all countries 
and from the United Kingdom was Rs. 137*25 and Rs. 47*78 
crorcs respectively, and of now preferred imports from all 
countries was Rs. 16*54 crorcs. The proportion of imports 
from the United Kingdom subject to preference under the 
new Agreement was thus r6 per cent on an average during 
the triennium ending 1937-8. 


(a) Exports 

In view of the somewhat detailed analysis of trade in 
individual commodities already ^ven, it may suffice to recount 
here the more important conclusions reached so far, to indicate 
the precise scope of the new Agreement on the basis of the 
final figures for 1937 or 1937-8, and to add a few general 
observations on the bearing of the analysis for the future. 

The preferred exports arc conveniently divided into four 
groups on the same basis as that adopted in Chapter IV, minor 
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commodities previously bracketed together in Group V being 
also redistributed to their proper group. 

The four groups of preferred exports, then, are ;—I ; jute 
manufactures, hides and skins (tanned), goatskins (raw), 
coir yarn and mats and matting, castor seed ; II • linseed 
wooUen carpets and rugs, oil-seed cake, and pig-iron • 
ni: tea, ground-nuts; IV: rice, tobacco (unmanu¬ 
factured and manufactured), coffee, paraffin wax, vegetable 
oils, spices, pulses, bones, hardwoods, magnesite, granite sets 
and kerbs, soya beans, barley, minor food grains and 
magnesium chloride. 

Modifications in Scope and Margin of Preferences on Exports 

It may be of interest to note the significant changes in tlie 
scope and degree of preferences on exports under the new 
Ap’cement as compared to the Ottawa Agreement. 

In the first place, the separation of Burma has been 
responsible for the abolition of some preferences and reduction 
in the value of others. Pig lead, and bran and pollard and 
rice meal and dust no longer appear in the list of Indian 
exports enjoying preference. Teakwood continues to be 
included among the motley group of Indian hardwoods 
entitled to preference, but of the United Kingdom imports of 
this article in 193? India contributed an insignificant pro¬ 
portion-only one-quarter per cent. Paraffin wax and rice, 
two other important commodities which had benefited largely 
through the operation of the preference, have receded to a 
secondary position with the separation of Burma, their 
principal exporter within the Empire : among preferred 
Indian exports they have dropped from the second to the 
fourth group. Tobacco (manufactured) has also lost consider¬ 
ably in importance among Indian exports to the United 
^ngdom, since much the greater part of cigars imported 
into that country from the Empire are in fact derived from 
Burma (23,000 lb. compared to only g,ooo lb. from India, 
and^ a similar quantity from Jamaica in the British West 
Indies). 

Bt^idcs, the preference of 2s. per cwt. on wheat has been 
abolished with a view to affording freer access for American 
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wheat to the British market.* It has been pointed out in the 
Representation on the new Trade Agreement submitted to 
the Government of India by the Federation of Indian 
Chambers of Commerce and Industry that the margin of 
preference has been reduced in the case of chrome leather 
from 30 to 15 per cent, in the case of cordage, cables, ropes and 
twine made of jute from 20 to 15 per cent, and in the case of 
hand-made woollen carpets from 20 per cent ad valorem to 
4s. 6d. per sq. yard. It may be remembered, however, 
that the changes referred to in respect of jute manufactures 
and woollen carpets have been in force since i January 1935 
and were modifications in the terms of the Ottawa Agreement 
made presumably under Article 14, which provided for 
adjustments in particular rates of duty or preference by con¬ 
sultation and agreement with the other party.* Chrome 
leather did not have a guarantee of preference under the 
Ottawa Agreement, though dressed leather of Empire origin 
was entitled to free admission and came to enjoy a preference 
of 30 per cent through an increase in the duty on foreign goods, 
in the interests of the British home industry, to that level. It 
is a new addition to the Schedule of articles entitled to prefer¬ 
ence under the Agreement. The figures of export of chrome 
leather are not separately recorded in Indian trade returns 
but arc included in exports of tanned hides and skins. 

Other unscheduled articles which received preference in 
consequence of the guarantee of free entry under Article i of 
the Ottawa Agreement but have now received a guarantee 
of preference are bones, raw goatskins, gram or chick pea, 
soya beans and rice in the husk or paddy. The preference on 
soya beans began to accrue only from April 1935, when a 
10 per cent duty was imposed on non-Empire imports of the 
article. The duty on foreign paddy was also raised from 


‘ The abolition of this preference which has been secured with the consent 
of the Dominions and India forms part of the terms of the recent Anglo-American 
Agreement. 

* A specific rate equivalent to that on woollen carpets etc. was similarly intro* 
duced on cotton and jute ca^ls etc. with effect from the same date. Other 
changes under the same Article include the substitution of a specific rate of 
£3 los. on linseed oil for the ad valorm rate of 15 per cent and mcrease in the 
duty on non-Empire imports of cotton lace and lace net of all kinds from 90 to 
30 per cent ad valonm* The general rale for cotton goods imports under the 
Dtw Agreement is 90 per cent ad valorm. 
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10 per cent to the present rate of 2s. 3d. per Ib. from 16 April 
^ 935 > when it was equivalent to about 75 per cent ad valorem. 

Trade in Preferred Commodities 

The tables overleaf show the distribution of United 
Kingdom import trade and Indian export trade in respec t of 
articles on which preference is granted to India in the United 
Kingdom. 

Value of Preferences on Exports 

At this stage a broad reference may be made to the relative 
effectiveness or value of preferences on different groups of 
Indian exports, and any significant facts about the more 
important individual trades. 

A look at the figures of percentage of imports derived from 
India in Tabic LI and consideration of the conditions 
of trade in respect of particular commodities will indicate 
that the preference on jute manufactures, coir yarn and mats 
and matting, and hide and skin leather as well as raw goat¬ 
skins cannot help to extend the market for Indian exports in 
any appreciable degree : already in 1937 almost the entire 
imports were provided by the Empire, indeed in most cases 
by India. The duty on foreign imports was applicable to 
such an insignificant part of the imported supply as hardly to 
have any effect in the direction of raising the price realized by 
Indian goods. 

It will appear from Chapter V that preference in the past 
has been of little value in the case of made-up jute goods, coir 
yarn and mats and matting, and skin leather. The right of 
free entry for all these commodities should undoubtedly be 
valuable, and though Indian goods arc now admitted free of 
duty, exemption from any customs duty that may hereafter be 
levied is not guaranteed. In respect of jute piecegoods, hide 
leather and raw goatskins, the preference has conferred a 
more or less definite advantage but is important for the future 
mainly as some safeguard against loss of the present strong 
position. Apprehensions of any serious loss from the abroga¬ 
tion of the duty on foreign imports are, however, without 
foundation, and if only free entry from all sources could be 
ensured there would be no cause for alarm. The preference 
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on castor seed has not succeeded in checking the increasingly 
intense competition from Brazil. Its maintenance at the 
present level is an advantage, though this does not afford 
adequate protection against the growing industry of an 
enterprising rival.* 

As observed already, it is in respect of the second group of 
commodities, namely linseed, oil-seed cake, woollen carpets 
and rugs, and pig-iron (besides rice and paraffin wax before 
the separation of Burma) that preference has been of the 
greatest value in increasing the United Kingdom’s intake of 
Indian exports as well as India’s relative share of the United 
Kingdom market. 

The preference on linseed was, indeed, partly nullified by 
the introduction in November 1934, by notification of the 
Commissioners of Customs and Excise, of a system of drawback 
with retrospective effect in respect of linseed and linseed oil 
imported after 22 May 1933. Under these orders a refund of 
duty paid on foreign linseed used in the manufacture of various 
classes of exported products was given. The amount of 
drawback—i8s. per ton of linseed—worked out to a refund 
of nearly the whole of the duty but by no means completely 
neutralized the value of the preference. In respect of large 
quantities of linseed used in the manufacture of goods for 
domestic consumption no drawback was admissible : between 
1934 '93^ has been estimated that 84 per cent of the 

total imports, or an annual average of 201,000 tons, of which 
70 per cent was contributed by India, was consumed at home.* 
The withdrawal of the drawback concession under Article 6 
of the new Agreement in respect of all goods other than linseed 
oil, unmbeed, is estimated to affect half the trade at present 
cligible .3 The preference may thus be expected to be more 

* Exports of castor seed from Brazil have risen rapidly in recent ycars^ in 
contrast to the declining trend of Indian exports^ ana in 1936 and 1937 they 
were more than twice as heavy os the shipments from India, who was the ica^ng 
exporter up to 1934 * Exports from Brazil actually went up from an average of 
18.000 tons per year during 1930 to 103a to 100.000 and 118,000 tons respectively 
in 1936 nnd^ * 937 * Indian exports declined meanwhile from 92.000 tons on an 
average during the earlier period to an average of 54.000 tons from 1935 to 1937 
(Imperial Economic Committer : VfgrU^btf Oils and Oil-sttds, 1938. p. 45). 

^ Aiftnorandum on the J^eiv Tfade Agtermeni^ ^939. p. 24. 

^ ibid., p. 25. Mr Croas. the British Government spokesman on the Trade 
Agreement, stated in the House of Commons that the only possible gain to India 
from the modification of drawback orders seemed to be in the item of 13,000 tons 
of hnsced used in the manufacture of linoleum (StaUsffuin^ 4 May 1939), 
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fully effective than it has been hitherto, tliough the Argentine 
will continue to compete on equal terms with India in respect 
of a small range of the trade. Other commodities in this group 
require little further comment. 

Turning to the third group, it is only necessary to reiterate 
the conclusion in regard to lea, already mentioned, that the 
Export Regulation Scheme has been a greater boon than the 
preference, which is, however, useful for maintaining India’s 
position in the world’s principal tea market. Because of the 
peculiar conditions of trade and the nature of competition in 
the United Kingdom market, the preference cannot be of 
more than a limited value. 

The same remark applies broadly to ground-nuts. But on 
account of the less specialized character of the trade in this 
article and the absence of any co-ordinated control over it, 
the danger of loss through specially favourable treatment of 
British West African imports in the absence of preference for 
Indian imports is much greater. Since there have been little 
or no imports of ground-nuts from non-Empire sources during 
the last four years, it is difficult to understand how ‘ serious 
objection has been taken by Indian interests ’ to the payment 
of drawback on ground-nuts used in the manufacture of 
exported ground-nut oil, or how the provisions in the new 
Agreement withdrawing the concession ‘ have gready increased 
the value of the preference accorded to Indian ground-nuts 

It has been noted that the compedtion which ground-nut 
exports have to face comes from very wide and varied sources. 
Attendon may be drawn in this connexion to the rccommenda- 
don of the Sub-committee of the Imperial Council of 
Agricultural Research that a duty on all foreign imports of 
vegetable and animal fats may be levied to render the prefer¬ 
ence on Empire products effeedve.* That might, however, 
involve too great a restriedon of imports to be considered 
pracdcable. The imposition of duty in April 1935 on foreign 
soya beans which come into more direct compeddon with 
ground-nuts helped to reduce their imports from 177,000 tons 
in 1934 to 82,000 tons in 1936 and 99,000 tons in 1937. 
Imports of cotton seed have, however, continued to mount, 

* Memorandum on Uu /few Trade Agreement, p. 96. 

* Sec above Chapter V, 4. 
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increasing from 429,000 tons in 1932 to 672,000 tons in 1937. 
In the second Departmental Report on the working of the 
Scheme of Preferences the failure of Indian ground-nuts to make 
greater progress in the United Kingdom market than they 
did was stated to be ‘ due mainly to the competition which 
ground-nuts have to meet in the United Kingdom market 
from soya beans and cotton seed In the Memorandum on 
the new Agreement, however, it is observed that the proposal 
to secure a guaranteed preference on cotton seed was not 
pursued as it was considered ‘ unlikely that such a concession 
would promote the substitution of Indian ground-nuts for 
foreign cotton seed ’ ! 

The preferences on articles in the fourth group arc of 
primary interest to other parts of the Empire. India is mainly 
interested in them with a view to securing parity of treatment 
with the rest of the Empire. 

Free Entry 

Most important among the commodities entitled to free 
entry, irrespective of origin, is raw jute. Jute is a monopoly 
of India and in India of a few eastern provinces. It is 
employed for the most part as a packing substance for the 
staple articles of international trade. As such iu demand is 
peculiarly susceptible to variations in the activity of trade, 
and is often indeed a good index of those variations. Recently 
paper has been increasingly used to replace jute and a ceaseless 
search continues for efficient alternative fibres, but so far no 
effective commercial substitute has been discovered. Exports 
from India during the six years 1932-3 to 1937-8 were 
5 ® 3 » 74 ®> 752 » 77 L 821 and 747 thousand tons respectively, 
of which 130, 177, 166, 166, 189 and 145 thousand tons 
respectively were consigned to the United Kingdom. The 
United Kingdom on her side derived 135, 169, 195, 173, 
182 and 193 thousand tons respectively during the six years 
1932 to 1937* ^Iniost all from India. As things are, an 
import duty on raw jute—which forms the base of the Dundee 
^ jute manufacturing industry—in the United Kingdom appears 
out of the question. 

At first jute was mainly exported from India in a raw form 
but exports of manufactured jute goods have continuously 
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expanded. During the quinquennium 1907-8 to 1911-12, the 
average annual value of exports of raw jute was Rs. i8- 19 
crores as against Rs. 16*83 crorcs of manufactures. In 1937-8, 
the value of manufactured exports had risen to Rs. 29*08 
crores as against Rs. 14- 72 crores worth of exports of raw jute. 

Lac enjoys an indirect preference ari.sing from the duly 
levied on the synthetic substitutes of this natural product. 
It is a practical monopoly of a few districts in India in Bihar. 
The United Kingdom imports—120, 108, 170, 439, 93, 133, 
and 179 thousand cwt. in the seven years 1931 to 1937— 
were all derived from India. The c.xtreme fluctuations 
in the course of the lac trade arc due to the ‘ meteoric rise (in 
1934) and catastrophic fall (in 1935) of the London shellac 
pool The recent experience of wide oscillations in the trade 
has drawn pointed attention to the uncertain nature of the 
demand for this valuable product—which possesses undoubted 
technical superiority over its rivals—unless steps are taken to 
organize its marketing on a scientific basis. It seems that 
co-ordination of production and sales would go much farther 
than mere preferential margins to establish this highly useful 
commodity on a firm basis in the varied industrial demand 
which its growing uses make possible. The manufacturing 
activities of the consuming industries necessitate a steady supply 
of a standardized product at a price level equitable to producer 
and purchaser alike.* 

India has a monopoly of the supply of myrobalans to the 
United Kingdom market, imports from foreign countries being 
*'cgligible. The quantity of imports, in most years entirely 
derived from India, has been 577, 614, 598, 669, 684, 627 and 
665 thousand cwt. in the seven years from 1931 to 1937. An 
indirect preference of greater or less degree has accrued on this 
commodity, owing to the imposition of duty on some other 
tanning substances like quebracho extract, chestnut extract 
and wattle bark for various periods. The value of preference 
and the danger of competition arc, however, alike mitigated 
by the fact that the field of competition of different tanning 
substances is strictly limited. 

The sunn hemp of India {Crolalaria juncea) is nearest in its 
characters to the true hemp {Cannabis saliva), the oldest material 

* Report of the SheUae Researeh Bureau for ip 34 ~S‘ 
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for the manufacture of cordage. Other competing fibres arc 
manilla, sisal, Mauritius hemp and New Zealand hemp or 
phormium fibre. Free entry for all varieties of hemp, whatever 
the country of origin, was secured at the Ottawa Conference 
as some improvement over the state of affairs under which all 
kinds of hemp other than true hemp had been subject to a duty 
of 10 per cent when imported from non-Empire countries. 
Free entry for Indian hemp was thus assured, whereas it had 
been impeded before in the ease of certain stocks held at a 
few continental centres and consigned therefrom to the United 
Kingdom. 

The main competition for Indian hemp comes from the 
soft Russian type, and if imports of such true hemp could 
be clearly distinguished and removed from the free list, 
a considerable scope might open up for e.xpansion of exports 
of sunn hemp to the United Kingdom. But two significant 
developments in the cordage industry of the United Kingdom 
should be noted here : the manufacture of heavy cordage has 
tended to increase relatively to that of small cordage for which 
soft fibres arc naturally adapted and principally employed ; 
hard fibres have been increasingly used even in the diminishing 
production of small cordage.’ In this respect a striking feature 
of the United Kingdom import trade in hemp fibres has been 
the remarkable advance of sisal from British East Africa. 

The facts of the trade in regard to the relative position of 
different sources of supply arc as follows. Imports from India 
went up from 3 ’ 9 > ^ and 3*4 thousand tons respectively in 
the three years 1930 to 1932, to 7-4, 9 and 12-6 thousand 
tons respectively during 1935, 1936 and 1937 : total imports 
increased from 78,000 tons on an average during the first 
three years to an annual average of 98,000 tons during the last 
three years : imports from the whole Empire increased 
between the two trienniums from 18,000 to 43,000 tons : 
imports from foreign countries suffered an actual small 
decline from 60,000 to 55,000 tons. It appears thus that over 
and above competition from the true and soft varieties of 
Russian hemp, Indian hemp has to reckon with strong competi¬ 
tion from within the Empire. 


' ImperialEconomicCommitiee: Tw€nty-fovrihRtpoTi 9 nHtmpFihT$s,x^iit^. 6 Q- 
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(b) Imports 

The following table sets out the relative importance of the 
United Kingdom and other countries as sources of supply for 
the various heads of imports on which preference has been 
granted to the United Kingdom, arranged in order of the 
percentage of imports from the latter country. 

Table LI !1 

Imports of Articles Preferred uruier the J^ew Agreement into India excluding Burma ^ 

1937-S 

(Rs. lakhs) 



United 

Kingdom 


Percent* 

age 


Other All 
Countries Countries 


Cycles and parts 
Iron or steehbarbed or stranded 
wire or wire rope 

Cement n.o.s. 

Sewing and knitting machines 
Electrical instruments, apparatus 
and appliances 

Paints, colours and painters' 
matcriab, as specified and all 
sorts n.o.s. 

Motor cycles and scooters and 

parts. 

Instruments, apparatus and 

appliances, other than elec* 
trical, all sorts n.o.s., including 
photographic but excluding 
scientiiic, philosophical and 

surgical . 

Ct^per, wrought, and manu¬ 
factures of copper, all sorts 

n.0.8. 

Chemicals, drugs and medicines, 
all sorts n.o.s. .. .J 

Iron or steel hoops and strips 
Drugs and medicines containing 

spirit. 

Motor-can, including taxi-cabs, 
and parts thereof 

FenU. 

Wireless reception instruments 
and «mparatui and parts 
Parts of mechanically propell^ 
vehicles, n.o.s., motor omni 
buses and chassis 
Woollen carpets, floor rugs, etc. 
Domestic r^igerators 

Total . 



3 

46*2 


49-8 

2*6 


30*6 

11*9 

>•7 

33-8 

93 '2 


33-4 


36 

4*7 

82 

2 , 24'9 


83-2 


39 -a 


44-7 

i.6i‘7 

38 

« 5-5 
1,36* 2 

f6 

9-4 


75*7 



33-3 


4*-4 

1,83 * 2 
47-3 

21 *8 

2,04-9 

27-3 

23-6 


*,90-3 

29-5 

lo-g 



3 , 44-9 

85-3 

37-3 

3 > 4 «-* 

43-3 


2,66 

32-5 

11-2 


I9>07-S 
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The general fact which emerges from the above table is 
that preferences to the United Kingdom have been confined 
to heads of imports in which the keenest competition is met 
with by United Kingdom exporters. In the footnotes to 
pages 131 and 133 will be found the names of commodities 
enjoying preference under the Ottawa Agreement of which 
32 per cent or less or 64 per cent or more came from the 
United Kingdom in 1932-3. A comparison of those lists 
with the above table will show that most of the commodities 
in respect of which the United Kingdom position was excep¬ 
tionally strong or weak have been omitted from the scope of 
preferences under the new Agreement. The grant of 
preferences has been restricted to a relatively few ‘ really 
competitive lines of imports selected, say, from among the third 
group of commodities considered at the end of Chapter VII, 
where a preference might confer substantial benefit on the 
United Kingdom ’, as suggested in Chapter X above. 

There arc two ways of obtaining a fair agreement : either 
by attempting to establish more or less equality of gains on 
both sides, or by trying to ensure that cither side secures 
the necessary concessions without disproportionate cost or 
sacrifice and with a net gain on the whole. It is in the latter 
aspect that the Agreement may be regarded from the point 
of view of India. 

Cost of Granting Preferences 

Now, keeping in view the strictly relative sense of the terms 
‘ loss of revenue ’ and ‘ burden on the consumer ’ as explained 
in Chapter VII, 4, and the fact that the preferences now 
under consideration have been selected from among the third 
group of commodities in respect of which little loss of revenue 
or burden on the consumer was found to exist, it does not 
appear that the grant of preferences would involve any appreci¬ 
able direct cost or sacrifice. Most of the commodities in 
respect of which a relatively large direct cost was involved 
under the Ottawa Agreement—commodities of which one- 
third or less were derived fi*om the United Kingdom—have 
been excluded from the preferential list. 

The real cost of granting preferences must be looked for 
in the widespread practice of discrimination in favour of one 
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seller ag^nst all competing sellers over a keenly contested 
range of import trade, which necessarily undermines India’s 
ability to secure equality of treatment for her export trade 
abroad.* In other words, the real cost of special facilities for 
sale of Indian exports in the United Kingdom is inability to 
secure removal or reduction of special facilities for exports 
of other countries in other markets. Whether the gain 
outweighs the loss depends upon the general temper of the 
world and the trend of commercial policy. 

If the tone of economic and commercial policy appears 
rMponsivc to liberalizing stimuli, if important countries appear 
willing enough to relax the rigour of their restriciionist and 
discrinunatory regimes and allow more scope for the normal 
operation of economic forces, it may be well worth while to 
abandon exclusive advantages for Indian exports in return 
for release from the obligation to grant reciprocal favours. If, 
on the other hand, commercial policy is impervious to 
expansionary influences, one would naturally seek to preserve 
the shrunken remnant of trade through special concessions for 
special concessions. 

The above are general observations of broad significance. 
In practice, a country must decide its policy on a careful 
consideration of the opportunities open to it in various markets 
and the price necessary to secure them. In this aspect, 
the present would hardly appear to be an opportune moment 
or India to seek to forgo the benefit of preferential entry for 
her goods to her principal market, which is also the world’s 
first emporium for raw materials. 

Equality and Inequality 

At this stage it is pertinent to observe that the scrapping of 
preferences between the United Kingdom and 
^dia will not automatically restore the status quo before 
Ottawa. The resulting position in regard to the tariff treat¬ 
ment of each other’s goods will differ vitally in the two countries. 

. in proportion as India eschews preferences and privileges in her 

that ibe could demand fair and ‘ equal * trcalmcnl for her own 
^poru. The common idea of distributing advantages to foreign countries on 
import side sometimes appears uncommonly naive. It is not possible 
•imuJcaneoiuly to prefer all countries. In general, preference implies pcnaJiaation 
of imports from non-prefeircd sources. 


iO 
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On the side of India, the abolition of preferences will mean the 
restoration of equality -the basis of all fair trading ; on the 
side of the United Kingdom—unless that country abandons 
her policy of according general preferences to imports from 
the Empire—a position of inequality for Indian exports in 
relation to other Empire exports will come to exist. Such a 
position will naturally be characterized as invidious. So in 
fact it may be. But India could not probably claim the 
benefit of preferences which the other Empire countries had 
secured only by the grant of reciprocal preferences, without 
making a more or less equivalent return. 

There is, on the other hand, a general fact bearing on the 
relative cost incurred by India and the United Kingdom 
respectively in the grant of preferences. The proportion of 
Indian imports of preferred commodities supplied by the 
United Kingdom under the new Agreement is 47 per cent. 
The United Kingdom, moreover, enjoys an exclusive prefer¬ 
ence not shared by any other country in respect of such imports. 
In comparison, the proportion of United Kingdom imports 
derived from the Empire in 1937-8 in respect of the first three 
groups of commodities into which preferred Indian exports 
have been divided was as high as 82 per cent (of which India’s 
proportion was 58 per cent), and in respect of all the four 
groups was 59 per cent (India’s share being 38 per cent). 
It also appears from this that a large number of Indian com¬ 
modities which receive preference in the United Kingdom 
meet with severe competition on equal terms from within 
the Empire. This general fact limits at once the possible 
value of such preferences for India and the sacrifice involved 
to the United Kingdom in granting the same. 

A Fair Deal 

Altogether, considering the extent and character of export 
and import trade covered by preferences and the nature and 
intensity of competition they have to face, the scope and degree 
of preferences exchanged appear to make a fair deal on the 
whole. Only it would be desirable to restrict the range of 
preferences on either side somewhat still further. India might 
relinquish preference on a few commodities like coir yarn and 
mats and matting, undressed leather and made-up jute goods 
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and withdraw preferences on United Kingdom imports of 
commodities of which relatively very small quantities arc 
derived from the United Kingdom, such as woollen carpets, 
floor rugs, etc., domestic refrigerators, wireless reception 
instruments and apparatus, parts of mechanically propelled 
vehicles not otherwise specified and chassis of motor omnibuses, 
motor vans and motor lorries. 


(<r) The Cotton Article 

The reciprocal arrangements in regard to tlie export of 
raw cotton and imports of cotton piccegoods had remained 
outside the main framework of the Ottawa Agreement in 
pursuance of ‘ the principle that a protected industry is 
outside the scope of a preferential scheme *. They form an 
integral and vital part of the new Agreement. 

Trends in Textile Trade 

It has been seen above how, in furtherance of the objective 
of industrial co-operation ’ the system of uniform duties on 
imports of cotton piccegoods from all sources which prevailed 
until 193OJ had by successive stages been replaced by one of 
wide differentiation in tlie duties on British and non-British 
(or Japanese) goods. From June 1936 the rate of duty on 
British cotton piccegoods was reduced to 20 per cent (except 
on prints which continued to be taxed at 25 per cent) while 
that on Japanese imports was maintained at 50 per cent. 
It may be noted that all through this period of progressive 
widening of the margin of difference in duties, an uninter¬ 
rupted decline had gone on in imports from Lancashire, while 
the trend of Indian production had been consistently and 
markedly upward. Between 1928-9 and 1933-4, imports 
from Lancashire dropped from 1,442 million yards to 384 
milhon yards, while Indian production went up from 1,893 
million yards to 2,945 million yards. Imports from the United 
Kingdom improved again to 515 million yards in 1934-5 
but dropped later to 403, 307 and 267 million yards 
respectively in 1935-6, 1936-7 and 1937-8. In the last year 
Indian production touched the high-water mark of 4,084 
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million yards, having been latterly assisted by Japan’s pre¬ 
occupation in China. It has also been observed how the 
amojmt of the United Kingdom’s purchases of Indian cotton 
as well as the rclati\'c share of India of the United Kingdom 
market has gone up : in terms of bales, the intake of Indian 
cotton was 281,000 in 1930-1, 167,000 each in 1931-2 and 
1932-3, and 342,000, 347,000, 456,000, and 610,000 respec¬ 
tively in the four years following, but dropped to 395,000 in 
‘ 937 - 8 . 

Unofficial Advisers' Recommendations 

The terms of the Cotton Article are best viewed in the back¬ 
ground of the above trends of export and import trade in raw 
cotton and cotton piccegoods. It may be as well, however, 
to refer to the recommendations of the unofficial advisers 
and see how they compare with the actual terms of the Agree¬ 
ment. The unofficial advisers proposed 200, 300 and 400 
million yards respectively (inclusive of fents, imports into 
Indian States and re-exports from India) as the minimum, 
medium and maximum limits of imports of United Kingdom 
cotton piccegoods as against 350, 425 and 500 million yards 
(excluding re-exports) embodied in the Agreement. They 
proposed an immediate all-round reduction of 5 per cent 
in the tariff on United Kingdom imports, bringing it to 20 per 
cent on prints (instead of 17^ per cent in the Agreement) 
and 15 per cent on other goods (as in the Agreement). Should 
Lancashire trade drop below 200 million yards, a further 
reduction of 2\ per cent was to be made but was to be restored 
if Lancashire imports should exceed 300 million yards. 
Immediate steps were to be taken to check any rise in imports 
above 400 million yards. As regards raw cotton, the un¬ 
official advisers demanded that the United Kingdom should 
guarantee a minimum intake of 650,000 bales with an objective 
figure of one million bales. In this demand they were 
supported by a careful analysis of the position by the Indian 
Central Cotton Committee which indicated that it was possible 
for Lancashire to consume easily up to a million bales. They 
stipulated, moreover, that of the quantity to be taken by the 
United Kingdom 65 per cent should be Bengal, Oomras, 
Berar and other short and fair staple varieties. 
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It may at once be admitted that in the absence of any 
objective criterion of fairness it is extremely difficult to balance 
the relative concessions exchanged in such a case. Nor is 
it possible to exclude altogether from consideration the state 
of the toul trade between the two countries. Assuming, 
however, that some sort of an even deal has been attained 
in respect of concessions on other parts of the trade—and the 
above analysis gives broad support to this view—a little 
reflection suggests the following comments on the actual 
and proposed terms under the Cotton Article. 

Any arrangement aimed to afford reasonable satisfaction 
to both parties should provide for a sizable improvement in 
the United Kingdom offtake of Indian raw cotton and in the 
Indian imports of cotton goods from Lancashire. Such an 
improvement is the raison d'etre for which an agreement is 
desired by either party. In this context, it will readily appear 
that the offer of the unofficial advisers in regard to import 
of United Kingdom cotton piecegoods into India fell short 
of what might reasonably induce the Lancashire industry to 
concede the demand for substantially enlarged consumption 
of Indian cotton made of it. The minimum figure of import 
from Lancashire was less than the lowest imports in any year, 
while the minimum offtake of Indian cotton for which a 
^arantec was sought was higher than the higliest level of 
imports ever touched. It is arguable that the trends of trade 
must be taken into account : imports from Lancashire have 
been continuously on the decline, exports of Indian raw cotton 
have been steadily on the increase for some years (except in 
the last year or so). But the latter tendency forms no natural 
counterpart of the former. It is the combined consequence 
01 accident and policy, of a favourable price parity and the 
deliberate efforts of the Lancashire Indian Cotton Committee. 
That the price parity was really an important cause of the 
recent increase in the United Kingdom’s consumption of 
Indian cotton is indubitable. If so, it is difficult to maintain 
that a permanently high level of demand for Indian cotton 
m the United Kingdom can be sustained, irrespective of 
parity conditions, now that the parity is less favourable than 
before and exports to the United Kingdom have actually 
receded far from the pitch attained in 1936-7. 
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An Exchange of ‘ Unequal ’ Concessions 

But, on the other hand, the actual terms of the Agreement 
too in respect of exports of raw cotton and imports of cotton 
piccegoods depart far from what the existing levels of trade 
miglit justify. Tlic minimum import figure of 350 million 
yards, a fall below which is to be counteracted by a reduction 
of the (reduced) basic rates, is higher than imports in the last 
complete year before the Agreement, namely 267 million yards 
in 1937-8, by nearly one-third. And this further tariff 
reduction will remain in force until the imports in any year 
exceed the actual imports in 1937-8 by nearly 60 per cent, 
while the ordinary tariff reduction may continue in force 
until imports reach nearly double the existing level. Of course, 
the maximum yardage figure is to be calculated with refer¬ 
ence to the extent by which exports of Indian raw cotton fall 
short of certain defined limits. But the ordinary tariff reduc¬ 
tion will remain in force even if the United Kingdom takes no 
more than the existing relatively low level of exports of Indian 
cotton, nearly 400,000 bales in 1937-8. Moreover, with 
imports of Indian cotton at this level, the United Kingdom may 
export anything up to 450 million yards (500 million yards 
reduced by 25 million yards for every 50,000 bales of deficiency 
below 500,000 bales) or two-thirds as much again as the 
existing low level of her exports to India. Further, if only 
the United Kingdom takes 500,00 bales of Indian cotton, 
or a quarter as much again as her offtake in 1937-8, she may 
import up to 500 million yards or nearly double the existing 
quantity of imports, at basic rates. 

There is, of course, the undertaking of His Majesty’s Govern¬ 
ment in the United Kingdom to stimulate the consumption of 
Indian cotton in all possible ways. Judging from the past 
record of the efforts of the Lancashire Indian Cotton Com¬ 
mittee it may be hoped that a sincere attempt will be made to 
fulfil the undertaking. Moreover, in view of relatively swift 
improvement in the Indian cotton textile industry, the pheno¬ 
menal advance in Indian production and the steep decline in 
imports from Lancashire, not arrested by the reduction of 
5 per cent in the tariff in June 1936, it appears unlikely that 
imports from Lancashire will attain a permanently Ugher 
level than at present. 
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The immediate prospects appear favourable however.* 

It would have been preferable if the question of the requisite 
amount of protection in accordance with accepted canons 
of discrimination had been referred to the Tariff Board, and 
the arrangements embodied in the Agreement with Lancashire 
and Japan were based on a clearer knowledge than was avail¬ 
able otherwise of the fundamental requirements of the Indian 
industry and scope for accommodation of conflicting claims 
to the Indian market. As it is, the tariff over the whole range 
of imports of cotton manufactures is regulated by rule of 
thumb without close regard to considerations of discriminating 
protection. 

For one thing, at any rate, the whole basis on which 
reciprocal arrangements were being negotiated between His 
Majesty’s Government in the United Kingdom and the 
Government of India was upset by the imposition of the 
additional duty of half an anna per lb. on the imports of long 
staple cotton, under the Finance Bill presented shortly before 
the announcement of the Indo-British Agreement. It is 
indisputable that this constituted a material change in the 
conditions affecting the degree of protection required by the 
Indian industry and should have involved necessary adjust¬ 
ments in the terms of the Cotton Article of the Agreement. 
But no mention of it is made in the Agreement. It will be 
recalled that in the Bombay-Lancashire or Mody-Lccs Pact 
this necessary assumption underlying the tariff rates provided 
for therein, was clearly stated. The recommendation of the 
unofficial advisers in this respect that any further indirect 
taxation or burden placed on the Indian cotton textile industry 
should call for similar countervailing increases in duty on 
both British and non-British imports of cotton goods was 
unexceptionable. 

Though no arrangement of this type can afford complete 
satisfaction, a fairer deal might have been provided by the 
exchange of concessions actually extended to Lancashire under 
the Agreement for the concessions proposed by unofficial 
advisers in regard to the export of Indian raw cotton, or by 

^ Mr Stanley replying to a question in the House of Commons on 3 May 1939 
said that reduction in duty was regarded as giving Lancashire a real chance of 
increasinff her sales in India {StaUsman^ 4 May 1939)- This view appeara to 
coounana wide assent in commercial circles. 
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the exchange of terms actually secured in respect of the export 
of Indian raw cotton for the concessions proposed by the 
unofficial advisers in respect of imports of Lancashire goods. 
If either of the recommendations of the unofficial advisers in 
respect of export or import trade had been incorporated in 
the Agreement a more acceptable basis for settlement would 
have resulted. 

Iron and Steel 

The terms of the Agreement in regard to iron and steel only 
need to be briefly noticed. The continuance of free entry 
for Indian pig-iron into the United Kingdom market aRer 
31 March 1941 has been made contingent, at the option of 
the United Kingdom, on the maintenance by India of import 
duties on articles of iron and steel no less substantially favour¬ 
able to the United Kingdom than at present under the Iron 
and Steel Protection Act, 1934. A reference to Chapter IX 
will show how differential duties on iron and steel imports 
into India were first introduced on the recommendation of 
the Tariff Board of 1926 purely in pursuance of the policy 
of discriminating protection, which prescribed varying measures 
of protection against different classes of imports from different 
sources ; how it was made clear at the time that India was 
not committing herself to extend preference as a matter of 
policy to protected articles ; how this view was emphatically 
reiterated by the Indian Delegation to the Ottawa Economic 
Conference who, in addition, viewed the admission of prefer¬ 
ence into the protective scheme as an incongruity ; how in 
accordance with instructions received from the Government 
of India the protected articles were excluded from the scope 
of preferential proposals in 1932 ; how the free entry of 
pig-iron and Indian sheet bar into the United Kingdom 
was secured in return for preference on imports of 
British galvanized sheet into India under the Supplementary 
Iron and Steel Agreement; how preference on sheet bar 
subsequently disappeared ; how in 1934 the differentials 
in duty in favour of the United Kingdom were widened at 
the same time as the measure of protection was lowered, 
and the preference on galvanized sheet was continued; how 
by the Supplementary Indo-British Agreement of January 
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1935 the free entry of pig-iron was secured by the guarantee 
in return of all the differential and preferential margins in 
duty on different classes of iron and steel imports ; and how, 
finally, in April 1937, pig-iron was placed on the free list 
and the differential advantage that India enjoyed in the 
United Kingdom market ceased to exist. Now the free entry 
of pig-iron is sought to be guaranteed, with no actual but 
only a possible differential advantage, by binding India to 
maintain as part of an Agreement the existing difference in 
all the duties on steel imports in favour of the United 
Kingdom ! 
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APPENDIX A 


List of Countries with which Bilateral Commercial Agreements {Mostly 
Promising Most-Favoured-Naiion Treatment) have been Concluded by 
the United Kingdom to which India is a Party^ or with which Agreements 
have been Negotiated Separately on Behalf of India. 


Afghaniitan 

Albania 

Argentine 

Austria 

Belgium 

Dolivia 

Brazil 

Bulgaria 

China 

Colombia 

Costa Rica 


Czechoslovakia 

Denmark 

Egypt 

Ethiopia 

Estonia 

Finland 

France 


Anglo^Afghan Treaty of Commerce, 
5 June 1923. 

Anglo-Albanian Exchange of Notes, 
1925. (Nevertheless clause.) 
Anglo^Argentine Treaty of 1924. 

2 February 1925. 

Anglo*Ausirian Treaty of 1924. 

(Nevertheless clause.) 
AngKc^Belgian Exchange of Notes, 
^mmercial Modus Vivendi, 1898. 


Anglo*Bolivian Treaty of 1911. 
(Nevertheless clause.) 

Anglo-Braziltan Focchange of Notes, 
1932. 

Anglo^Bulgarian Exchange of Notes, 
1^25. (Nevertheless clause.) 

Tariff Autonomy Treaty and Notes 
of 20 December 1928# 

Anglo*Co)ombtan Treaty of 16 Feb¬ 
ruary 1866. 

AnglcnCosta Rican Treaty of 27 Nov¬ 
ember 1849. 


Angio-Czechosiovakian Treaty of 
1923. (Nevertheless clause.) 
Anglo-Danbh Treaties of 1G60-1 and 
1670. 

Anglt^Egy^tian Exchange of NotcS| 
13 and 14 February 1937. 
AMlo-Ethit^ian Treaties: Import 
lilies in Ethiopia of 1897 and 1909. 
Anglo-Estonian Treaty of 1926. 

(Nevertheless clause.) 

Anglo-Finnish Treaty of 1923. 

(Nevertheleai clause.) 

Indo-Prench Convention of 1903. 


Docs not provndc for 
most - favoured - nation 
treatment of goods. 


Does not provide 
specifically for most¬ 
favoured-nation treat¬ 
ment. 


Under certain condi¬ 
tions reciprocal most- 
fa vou red -na tion t rea t - 
meni b accorded in 
Costa Rica to goods 
from all parts of the 
British Empire. 


Certain sprafied goods 
only receive most- 
favour^-nation treat¬ 
ment. 
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Germany 

Greece 

Guatemala 

Hungary 

Iran 

Iraq 

Italy 

Japan 

Latvia 

Lithuania 

Liberia 

Morocco 

Muscat 

Norway 

Panama 

Peru 

Poland 

Portugal 

Roumania 

Serb-Croat 
Slovene State 
(Yugoslavia) 
Siam 

Soviet Union 

Spain 

Sweden 

Switzerland 

Turkey 
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Anglo-German Treaty of 1924. 
{Nevertheless clause.) 

Indo-Grcck Exchange of Notes, 1926. 
Anglo-Guatcmalan Treaty of 1928. 

(Ncvertlidcss clause.) 
Anglo-Huiigarian Treaty of 1926. 

(Nevertheless clause.) 
Anglo-Persian Treaties of 1857 and 

*903* 


Anglo-Italian Treaty of 188^, ex¬ 
tended to India by convenuon of 
1914. 

Indo-Japancse Convention of 193^, 
prolonged in October 1937 until 
31 March 1940. 

Anglo-Latvian Treaty of 1923. 
(Nevertheless clause.) 

Anglo-Lithuanian Exchange of Notes, 
1922. (Nevertheless clause.) 

Anglo-Lib^an Treaty of 18^. 

Anglo-Moroccan Convention of 1856. 

Anglo-Muscat Treaty of i6gi, cx« 
tended in November 1937 to 
February 1939. 

Treaty between the United Kingdom 
and Norway and Sweden, i8a6. 

United Kingdom-Panama Treaty. 
(Nevertheless clause.) 

Anglo-Peruvian Treaty of 1850. 


Indt^PoIbh Convention of 1931. 

Anglo-Portu^ese Treaty of 1914. 
(Neverthehss clause.) 

Anfflo-Roumanian Treaty of 1930. 
(Nevertheless clause.) 

Trea^ between the United Kin^om 
and the Serb-Groat-Slovene State, 

1927. (Nevertheless clause.) 

Anglo-Siamese Treaty of 1925 and 
November 1927. 

Treaty between the United Kingdom 
and the Soviet Union. (Nevdrthe* 
less clause.) 

Ai^lo^paniah Treaty of 102a, revised 
in 1927 and 1928. (Nevertheless 
clause.) 

The same as in the case of Norway. 

Anglo-Swiss Treaty of 1855. 

Anglo-Turkish Exchange of Notes, 

> 930 - 


Subject to denuncia¬ 
tion at three months* 
notice. 


Most - favoured • nation 
treatment is given 
under Article 11 of the 
Declaration by Iraq on 
termination of the 
mandatory regime. 


Provides only for 
national treatment in 
respect of trade. 



United Sutes 
of America 
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Union of 
South Africa 

Venezuela 

Yemen 
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Treaty between the United Kingdom Does not provide for 
and the United States of America, moM- favoured- nation 
t 8 i 5 - treatment, but U.S.A. 

has a single-line tarifl'. 

Kxchangc ofNotcs between India and Subject tothroeinonths’ 
the Union of South Africa, March notice of termination. 
'938. 

Anglo-Venezuelan Treaty of 1825. 

Anglo-Yemcn Treaty of 1934. 


The usual exceptions to the most-favoured-nalion clause are, 
of course, admitted in all the above treaties. Thus, for instance, 
the treaty with Latvia does not entitle the United Kingdom or 
India to claim preferences extended to Russia, Finland, Estonia 
and Lithuania and the Treaty with Panama excludes preferences 
extended to the United States of America by the latter. Similarly 
the mutual most-favoured-nation treatment provided for by the 
exchange of Notes between India and the Union of South Africa 
is in respect of commodities not eligible for preferential treatment 
in vinue of one or other of the Ottawa series of agreements. 


/ieverlheUss Clause : Anglo-Albanian Treaty of 

3. Nevertheless, goods the produce or manufacture of India 
or of any of His Britannic Majesty’s Dominions, colonies, posses¬ 
sions and protectorates or of any territory in respect of which a 
mandate on behalf of the League of Nations has been accepted 
by His Britannic Majesty will enjoy in Albania complete and 
unconditional most-favoured-nation treatment, so long as India or 
such Dominion, colony, possession, protectorate or territory accords 
to goods the produce or manufacture of Albania treatment as 
favourable as that accorded to the produce of the soil or industry 
of any other foreign country. 

(Source : British Foreign Office Handbook of Commercial 
Treaties] Indian Council of State Debates —24 March 1933 ; 
12 April 1934 ; 8 August 1934 ; 10 April 1935 ; 20 April 
1936 ; 6 April 1937 ; 8 April 1938.) 
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Percentage Share of World Export Trade {Gold Value) of Counlries Exporting : 
(/) Non-agr%cultural Primary Products and (^) Agricultural Products^ 


Grand Total: 


Exporters of Non-agricuUural 
Primary Products : 
Mexico 
Bolivia 
Chile 
Peru 

Netherlands Indies 

British Malaya 

Iran 

Latvia 

Norway 

Poland 

Roumania •. 

Yugoslavia 

Total • • •« »< 


Agricultural Exporters 
Hungary 
Greece 
Egypt 
Estonia 
Siam 
Australia 
Canada 
Portugal 
India 
Brazil 

New Zealand 

Bulgaria 

China 

Argentine .. 
Denmark .. 
Lithuania •« • 

Total .. 


1929 


1932 



0-55 

0*27 

0-77 

0*09 

0*28 

179 

3 - 7 * 

015 

356 


*935 


I «o8 
* 11 
•7 

•39 

•64 

•69 

»-55 


193^ 


*7 
53 
39 
1*62 

1*73 
0*63 
0* x8 
0*80 
0*91 

0-75 

0*48 


0-45 

0*27 

0-7 

0*09 

0‘32 

2*07 

3*78 

0*19 

2*76 


0*69 
0-35 
0*89 
0*11 
0*38 
3-39 
4 it 
0*21 
3*01 
50 
90 



0*7 

0*32 

0-79 

0*11 

0*37 

2*4 

4*83 


3‘19 

151 

1*03 

0*22 

163 

2*52 

1*38 

0*15 


1937 


0-95 

o* 16 

0*76 

0*36 

2 

2 

0*62 

0*2 

0*77 

0*86 

0*89 

0*56 


10*13 


0*67 

0-33 

0*76 

0*11 

0*27 

2*23 

4‘33 

0*21 

3*07 

1*35 
I *01 



19*62 i8*97 20*42 21*36 

28*24 26*61 29*66 30*56 I 30*58 


• nex^iev ot XVorU Trade . lojS, 193?. TtbU 111 . The Rlerence made to e^utl rM of 
1936 ol the relative iham of t^cuLlutal and i>oo i£ricultural * 

wii based on figure* given In of tVofU Trade of that year, which have been amended alncf. 


*56 
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